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THE FAILURE OF MONETARY POLICY TO PRE- 
VENT THE DEPRESSION OF 1929-32" 


ERE is probably little need to insist upon the necessity 

| of a correct understanding of the operation of the mone- 
tary mechanism in the years immediately preceding the 

Great Depression. While it is true that no two cycles are ever 
alike, it is not improbable that the main features of 1928-29— 
apparent absence of a real boom in business, accompanied by a 
great bull movement in stocks—may recur. To those who feel 
that the monetary mechanism is or can be made an important fac- 
tor affecting business activity, the course of events in 1930-32 is 
clear evidence that grave mistakes were made by the reserve ad- 
ministration, either by acts of commission or omission. This 
paper is an attempt to ascertain those mistakes and to suggest 
how they might have been avoided. Many feel that our recent 
experience demonstrates the inability of the central bank to in- 
fluence business conditions significantly, even though it pursues 
appropriate policies. Sharp issue will be taken with this line of 
argument. The writer’s excuse for adding to the already large 
literature on this subject is that a point of view is presented which, 
while in general harmony with views expressed by various Euro- 


* Iam indebted to the Harvard Committee on Research in the Social Sciences for 
grants which made this study possible. I am also indebted to Drs. E. M. Burns, 
A. R. Burns, and A. G. Silverman for many helpful suggestions and criticisms. 
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pean economists such as Keynes, Hawtrey, and Cassel, has as yet 
received very little support from American writers.” 

The argument of this paper is briefly as follows: It is generally 
agreed that the theory of the gold standard called for a reversal of 
our restrictive monetary policy in 1929. It is equally generally 
held, however, that such a course would have been inimical to 
our domestic interests. It was a case, in other words, where the 
international conflicted with national interests and most writers 
have concluded that in such a case the reserve administration was 
justified in ignoring international considerations. It will here be 
argued, on the contrary, that there was no conflict of interests; 
that, in other words, both international and national considera- 
tions called for a reversal of the restrictive monetary policy early 
in 1929. 

After a brief résumé of the international monetary situation in 
1929 attention will be devoted to the domestic situation. This, 
in turn, naturally calls for a discussion of the whole problem of 
security speculation as a criterion of central banking policy. It 
will be argued that whether or not security speculation is a force 
making for more active or less active business conditions cannot be 
decided on theoretical grounds, but that in the last analysis it is a 
quantitative problem. Recently a fair amount of relevant statis- 
tical data on this period has become available and it is on this 
material that the argument of the paper largely rests. 

The story of increasing monetary strain throughout the world 
up to 1929 has been so often told that only the high lights will be 
touched upon here.’ Up to 1928 the pressure on foreign countries 
arising from our new creditor position has doubtless been exag- 
gerated, as it appears that our foreign loans were increasing pari 
passu with the interest payments due us. It is difficult, however, 
to exaggerate the downward pressure on world-prices resulting 
from the sudden decline in our foreign lending and increase in our 

2 See in particular R. G. Hawtrey, The Art of Central Banking, chap. ii, on ““Specu- 
lation and Collapse in Wall Street.”” Among American writers I find myself in sub- 
stantial agreement with much in C. O. Hardy, Credit Policies of the Federal Reserve 
System, chaps. vii and viii. 


3 For an excellent account see A. H. Hansen, Economic Stabilization in an Un- 
balanced World, chaps. i-v. 
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foreign borrowing in 1928-29. It was intensified by several other 
factors. The franc had been stabilized in 1926 at a figure which 
gave France a favorable balance of payments. The pressure on 
other countries’ prices arising from this circumstance was alle- 
viated by our expansion policy of 1927 and the subsequent outflow 
of gold which went mainly to France. The rise in prices in France 
in 1926-28 was not sufficient, however, to bring its international 
payments into equilibrium, and the downward pressure on world- 
prices due to this fact continued to exist until well on into 1930. 
Again, it was in 1929 that Germany began to pay both interest 
and reparations on balance. The deflationary adjustments con- 
sequent upon Great Britain’s method of returning to the gold 
standard had not been completed. Finally, as Mr. Hawtrey points 
out, it is probable that our efficiency in production was increasing 
relatively to the rest of the world, and this exerted a downward 
pressure on prices in other countries.‘ 

It is important to note that the combined downward pressure 
of these factors on prices of other countries was truly deflationary 
as it involved losses, pressure to reduce wages, and unemploy- 
ment. Due to our rising interest rates in 1929 the pressure on 
foreign central banks to retain their gold reserves reached a criti- 
cal stage. As Mr. Keynes has well put it, 

The high market rate of interest which prior to the collapse the Federal 
reserve system, in their effort to control the enthusiasm of the speculative 
crowd, caused to be enforced in the United States—and, as a result of sym- 
pathetic self-protective action in the rest of the world—played an essential 
part in bringing about the rapid collapse. For this punitive rate of interest 
could not be prevented from having its repercussions on the rate of new in- 
vestment, both in the United States and throughout the world, and was 
bound, therefore, to prelude an era of falling prices and business losses every- 
where.s 


While, therefore, on purely domestic grounds an expansion of the 
means of payment was necessary to maintain relatively stable 
commodity prices and business activity, the necessary expansion 
of means of payment to facilitate international trade adjustment 
in 1929 was probably such as to have brought about an actual 


‘R. G. Hawtrey, op. cit., pp. 49-50. 
5 Treatise on Money, II, 196. 
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rise in American prices if a world-depression in which we should 
inevitably have become involved was to have been averted. It is 
impossible to say how much expansion would have been necessary 
as this depends in large part on how our foreign lending would 
have responded to a lowering of the long-term interest rate. 

It is evident, therefore, that the burden of proof lies on those 
who supported a restrictive policy in 1929. Domestic considera- 
tions of the greatest importance only could justify a continued 
restrictive policy here in the spring of 1929 in the face of the evi- 
dence of increasing monetary strain abroad. The domestic con- 
sideration on which the restrictive policy was based was, of course, 
security speculation. 

The antagonism to security loans has existed in varying degree 
throughout our banking history; there are many indications of it 
in the Federal Reserve Act, and it has never been completely ab- 
sent from the minds of the administrators of the system. Never, 
however, was the desire to check speculation allowed to dominate 
policy to the exclusion of practically every other consideration so 
markedly as in the period 1928-29. There is no indication that 
the reserve officials have modified their attitude in any partic- 
ular since then. Rather, subsequent events have only tended to 
strengthen their conviction that they erred only in not pursuing 
a more vigorous restrictive policy. 

The official case against the rapid growth of security loans ap- 
pears to be that (1) it aids speculation, which is unproductive; (2) 
it deprives “legitimate” business of loans; (3) it contributes to too 
rapid an expansion of loans; (4) it leads to a rise in interest rates, 
thus penalizing “legitimate’’ business. 

It is not proposed to devote any space to the first objection— 
that speculation is unproductive—as the discussion would carry 
us too far afield and our interest here is concentrated on the busi- 
ness cycle aspects of speculation. There can be no question, how- 
ever, that this objection played an important part in activating 
Federal Reserve policy. 

It is interesting to observe that of the remaining objections, 
two—that speculation deprived “legitimate” business of loans 
and that it led to high interest rates, thus penalizing “legitimate” 
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business—implied that speculation was deflationary or restric- 
tive in its effect. The other—that speculation was leading to too 
rapid an expansion of “credit” —suggests on the other hand that 
the Reserve authorities felt that speculation was inflationary in 
its effect on business. Notwithstanding the different implications 
of the objections the policy suggested in each case was one of 
restriction. 

Little attention may be devoted to the official view that secu- 
rity speculation “absorbs credit”’ since it is highly probable that, 
in accordance with their invariable custom, the Reserve officials 
were using the term credit to indicate loans. If the word is under- 
stood in this sense the argument is simply that if banks lend more 
of a given amount of resources to speculators they can lend less 
directly to business. The implication may be that because of this 
fact less is available in the whole community for loans to business; 
that, in other words, the demand deposits transferred to security 
buyers are actually tied up in speculation. It is difficult, however, 
to reconcile this implication with the Board’s statement that the 
proceeds of brokers’ loans were eventually used by business.® 
This would appear to make the official attitude unintelligible un- 
less we assume that it merely had to do with the first use of bank 
deposits. But in this case the objection, from the business cycle 
standpoint, appears to be irrelevant. 

There is as yet little agreement on the question whether specu- 
lation absorbs credit in the sense of demand deposits. It is gener- 
ally conceded that the stock exchange is so efficiently conducted 
as to require the continuous use of only a small volume of depos- 
its. The more serious ways in which speculation may cause the 
financial circulation to grow at the expense of the industrial circu- 
lation are those mentioned by Mr. Keynes and Professor Wil- 
liams. The former’s point is that rising stock prices may lead 
to an increase in bearishness which will manifest itself in an in- 
creased preference to hold deposits rather than securities.’ Al- 
though this is quite conceivable, it is impossible at present to 

* Annual Report of the Federal Reserve Board, 1929, p. 12. 


7 Or they may lead to a decrease in bearishness with opposite results. See Treatise 
on Money, I, 253. 
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secure quantitative data on the matter. It may be pointed out, 
however, that if a rise in the short-term interest rate accompanies 
the rise in stock prices, it is both unnecessary and costly for in- 
vestors to leave the proceeds of the sale of stocks idle as demand 
deposits. Should, however, rising stock prices coincide with fall- 
ing interest rates, there would be more likelihood of the proceeds 
of the sale of stocks being held idle as demand deposits. 
Professor Williams argues that the absorption of deposits in 
speculation is not necessarily shown in New York. They can be 
“absorbed” throughout the country in the sense of being used 
for the purchase of stocks. If more deposits are being used daily 
for this purpose, they cannot at the same time be used for other 
purposes.* While this point appears to be perfectly valid, there 
are various considerations which suggest that it was not of great 
quantitative importance in the period under consideration.’ It 
applies, it will be noted, only to the purchase of stocks with de- 
posits. But the great bulk of the trading is carried on by large 
traders who carry accounts with brokers. Buying orders are 
debited against these accounts and selling orders are credited. 
After clearance has been effected within a brokerage house and 
between brokers, the balance is settled by a check on a New York 
bank. Again, part of the new deposits flowing into the purchase 
of stocks would have normally gone into the purchase of bonds, 
reduction of mortgages, and the like, or have been left idle. It 
cannot be assumed that they would have been used for the pur- 
chase of goods if they had not been used for the purchase of stocks. 
It is seen that the question of “absorption” becomes one of the 
rate and type of expenditures. In addition to the effects on ex- 
penditures already mentioned, there is the possibility that saving 
may be diminished by the cashing and spending of paper profits, 
by the increased expenditures of brokers and their staffs, and the 
diminished incentive to save out of incomes which the existence of 
paper profits may affect. Moreover, if speculation is accompanied 
by rising interest rates, there is a tendency for large corporations 
8 Quarterly Journal of Economics (August, 1931), p. 571. 


91t may be noted that Professor Williams was merely interested in the possi- 
bility of absorption in this manner. He took no position on the question of fact. 
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to lend their otherwise idle deposits to speculators. On the other 
hand, speculators, being wealthier, may carry larger checking ac- 
counts and there may be an increased incentive to save out of in- 
come in order to purchase stocks for the expected future apprecia- 
tion. 

The net effect on saving and spending of these various conflict- 
ing forces is a quantitative problem on which, unfortunately, we 
possess few quantitative data. Moreover, the met effect must 
vary in different cycles and at different times in the same cycle. 
We do not know how much new money was being used for the 
purchase of stock; how much was returned to business through 
new issues and in other ways; or how much was taken out as 
paper profits and spent on consumers’ goods. There are indica- 
tions, however, that so far from speculation absorbing funds, it 
actually operated to increase the effective purchasing power of 
the community. From the beginning of 1928 to the middle of 
1929 the volume of means of payment declined. In spite of this, 
monetary incomes increased sufficiently to take off a considerably 
increased flow of goods at stable prices. The income velocity of 
money increased by 1.3 per cent in 1928 and by 4.5 per cent in 
1929.” It seems reasonable to suppose that an important factor 
contributing to this increased velocity was the drawing down of 
large inactive corporation deposits attracted by the high call- 
money rates. A more conservative statement would be that 
although the requirements of the financial circulation may have 
increased, still this did not lead to a decrease in the industrial cir- 
culation. The latter, on the contrary, actually increased 

Another objection to speculation, which apparently weighed 
heavily with the Board of the Federal Reserve Bank of New York, 
is of a quite different character from the one just considered. It 
was claimed that speculation was leading to too rapid an expan- 
sion in the total volume of “credit.” If by credit is meant loans 
and investments, both of banks and of others, the expansion of 
security loans was an expansion of credit. But if credit is under- 

” Calculated by the writer. Quarterly Journal of Economics (February, 1934), 


P. 354- 
"™ Senate Hearings on S.R. 71, 1931, pp. 66 ef seq.; p. 286. 
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stood in this sense, it is difficult to see the relevancy of a compari- 
son of its rate of growth with that of the physical volume of trade, 
a comparison drawn by the Governor of the Federal Reserve 
Bank of New York. The comparison is properly that of the means 
of payment with the volume of trade.” Even this comparison is 
unenlightening without reference to the rate and type of spending 
of means of payment. If, however, it is desired to compare mone- 
tary incomes and expenditures with output, we are again ham- 
pered by the lack of adequate data. We can only judge of the ade- 
quacy of expenditures by reference to the movement of prices. It 
has been pointed out above that speculation in 1928-29 probably 
had the effect of increasing incomes and expenditures somewhat. 
That they were not increased more rapidly than output, however, 
is shown by the relative stability of commodity prices, together 
with an absence of excessive inventories. 

One of the most serious ways in which a rising stock market 
could make for instability in business would be by bringing about 
a period of high interest rates. This argument was not invoked 
by the reserve administration at the beginning of its campaign 
against speculation for obvious reasons—interest rates had been 
falling steadily up to that time. It was, however, increasingly 
used during 1928-29. It was the main argument advanced in the 
famous letter of February 2, 1929. “The extraordinary absorp- 
tion of funds in speculative security loans which has characterized 
the credit movement during the past year or more, in the judg- 
ment of the Federal Reserve Board, deserves particular attention 
lest it become a decisive factor working toward a still further 
firming of money rates to the prejudice of the country’s commer- 
cial interests.’ It was again repeated in April, 1929. “. . . . the 
system’s desire to see money rates at a lower level has been due 
in part to its realization of the bad effects of continued high money 
rates on domestic business, and in part to its unwillingness to 

In view of the current belief that “credit” had expanded greatly in the years 
preceding the stock-market crash, it is interesting to note that the expansion of the 
total money supply of the country from June 30, 1926, to June 30, 1929, was 1.4 
per cent per annum and the rate of yearly expansion was decreasing steadily. See 
p. 162 below. 

% Annual Report, F.R.B., 1929, p. 4. 
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draw gold from abroad, with consequent advances in money rates 
in other countries, some of which are suffering from industrial de- 
pression.’’** Two specific instances of the effect of high interest 
rates were cited; the difficulty of floating bonds appeared to be 
slowing down the building industry, and to be causing a sharp 
decline in the flotation of foreign bonds. 

It has sometimes been objected that the cost of long-term 
money in 1928-29 was no deterrent to expansion, since firms could 
procure more money through stock issues at a low cost in present 
dividends. This course, however, was open to those firms only 
whose stock was listed on the stock exchange. Even in such cases 
it must be remembered that business executives are not solely 
concerned to earn the present dividends on new stock—they are 
likewise interested in so increasing earnings per share as to justify 
the high price of the stock which enabled them to secure funds at 
a low cost in present dividends. If the new investment were ex- 
pected merely to earn sufficient to cover present dividends on new 
stock issued, and dividends were less than earnings, the earnings 
per share of all the stock would be lessened. The higher the stock 
sells in relation to its earnings, however, the greater is the likeli- 
hood that money raised through new stock issues would increase 
earnings per share. Although there actually was an increase in 
new stock issues apart from investment trust issues, the construc- 
tion made possible in this way was apparently not sufficient to 
offset the decline consequent upon the decline in bond issues and 
real estate mortgages. This was perhaps due to the natural con- 
servatism of big corporations and to the fact that the very high 
price-earnings ratio applied only to a comparatively small group 
of companies mainly of a monopolistic character." 

It is, perhaps, unnecessary to labor the point that a long period 
of high interest rates is inimical to continued business activity, 
as this is one of the few points on which practically all writers 
seem to agree. It is important to inquire, therefore, how far specu- 
lation was responsible for the abnormal rise in interest rates. It is, 
unfortunately, impossible to determine with any degree of exacti- 

“4 Federal Reserve Bulletin (April, 1929), p. 244. 

8 Cf. Standard Earnings Bulletin (April, 1932), p. 2. 
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tude to what extent the rise in interest rates in the upswing of 
1928-29 was due to the increasing demands for loans from business 
men and speculators, and to what extent to Federal Reserve policy. 
The present writer inclines to the view that the latter was the 
more important factor. The increase in security loans, even if the 
total amount of means of payment remains constant, does not 
necessarily mean an increase in new savings flowing into the 
purchase of stocks. An investment trust may, for instance, sell 
its portfolio of stocks and lend the proceeds through brokers to 
individuals to purchase the identical stocks. Again, the proceeds 
of brokers’ loans may be turned over to companies raising money 
through new stock issues. The companies may relend this money 
to brokers or they may use it to liquidate their short- or long-term 
debt. The former holders of these debts are now in a position to 
relend the money to brokers. In these and in other ways brokers’ 
loans may represent funds which have been successively relent. 
This fact indicates an important distinction between an increase 
in brokers’ loans and an increase in new issues of bonds in their 
effect on interest rates. In the former case, when an increase is 
due to the relending of the same funds, no new act of saving out of 
income is required. In the latter, when a certain sum is disbursed 
in, say, the construction of fixed capital, a new act of saving is 
required of the agents of production before the sum is again avail- 
able for loaning purposes. An increase in bond issues for construc- 
tion purposes, which constitute a real draft upon the available 
savings of the community, should, therefore, have a greater effect 
on the interest rate than an equivalent increase in brokers’ loans. 
In other words, brokers’ loans in their effect on rates are probably 
more nearly like refunding issues than new issues of bonds. In so 
far as the proceeds of brokers’ loans were spent by consumers 
(cashing of paper profits) or by companies for construction pur- 
poses, the draft on the savings of the community was partly off- 
set by the decline in bond issues. 

In addition to these theoretical considerations, there is some 
inductive evidence in support of the view that Federal Reserve 
policy rather than the increase in brokers’ loans was mainly re- 
sponsible for the rise in rates. A close inspection of the fluctua- 
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tions in interest rates, 1927-29, reveals a much closer correspond- 
ence with banking policy than with the course of brokers’ loans. 
For instance, during the easy-money policy of 1927, the average 
call-loan renewal rate fell from 5.16 per cent in December, 1926," 
to 4.38 per cent in December, 1927, while brokers’ loans increased 
$1,140,000,000 in the same period. When a tight-money policy 
was initiated, the call rate rose from 4.24 per cent in January to 
6.21 per cent in June, 1928, while brokers’ loans increased only by 
$465,000,000. Again, the purchase of bills by the reserve banks 
from October 1 to November 30, 1928, appears to be mainly re- 
sponsible for the easing of call rates from 7.26 per cent in Septem- 
ber to 6.67 per cent in November, in the face of an increase in 
brokers’ loans of $878,000,000. Similarly the average call-loan 
renewal rate rose from 7.05 per cent in January to 8.91 per cent in 
May, 1929, while brokers’ loans showed an actual decrease from 
January 31 to May 31, 1929. This was during the period of 
“direct pressure” and heavy sales of bills and securities by the 
Reserve banks. Such evidence tends to show that the rapidity 
and extent of the rise in interest rates can be attributed largely to 
Federal Reserve policy, although it is not denied that the in- 
creased speculative demands for short-term loans were a contrib- 
uting factor. The proper reaction of a central bank to a rise in 
interest rates brought about by speculation will be considered 
below. 

Some other disturbing effects consequent upon security specula- 
tion may be mentioned. A violent break in stock prices almost 
certainly operates, for the time being, to decrease investment. 
In addition to the pessimism which it temporarily, at least, en- 
genders, it may lead, as in 1929, to a drastic decline in new issues 
of both stocks and bonds. If the duration of the decline is short, 
the postponement of new issues may not be very serious, or if the 
decline is not severe, the new issue market may be very little dis- 
turbed. Although a break in the stock market should normally be 
expected to make for a decline in investment and an increase in 
saving, the net effect on business activity will be largely deter- 


*6 Unless otherwise stated, all statistics in this paper have been taken from the 
Annual Report of the Federal Reserve Board, 1930. 
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mined by the trend of business at the time of the break. Thus a 
break may merely moderate an upswing or it may accelerate a 
downswing. The depressing effect of the 1929 crash was due not 
so much to its violence as to its having occurred after business had 
turned downward. 

Rising and falling security prices may have a disturbing influ- 
ence in another way. It has been frequently pointed out that the 
saving of some individuals and the cashing and spending of paper 
profits by others may affect the profits of various industries and 
so contribute to specific maladjustment. 

Various objections to rising security prices accompanied by a 
rapid growth of security loans have so far been considered. While 
it was held that some of these objections were ill-founded, never- 
theless it became evident that security speculation was a fact« 
which could make for disequilibrium in business, and therefore is of 
concern to a central bank. Mr. Keynes has expressed this point 
well as follows: 

I should say, therefore, that a Currency Authority has no direct concern 
with the level of value of existing securities as determined by opinion, but 


that it has an important indirect concern if the level of value of existing se- 
curities is calculated to stimulate new investment to outrun savings, or con- 


trariwise.’? 

Without pretending to have exhausted all the possibilities, we 
have noted ways in which rising security prices may affect both 
saving and investment. Security speculation is one of the factors, 
therefore, that should be taken into account in the determination 
of control of banking policy. This, however, it must be empha- 
sized, does not mean that security speculation should always be 
countered by a restrictive banking policy. Our discussion of the 
possible effects of security speculation to this point cannot fur- 
nish the answer to our problem, the appropriate banking policy in 
1928-29. The crucial questions remain: Should the central bank 
attempt to control or to offset and mitigate the net disturbing ef- 
fect of security speculation? Was security speculation in 1928- 
29 of predominant importance or were there other and more im- 
portant disturbing forces on which attention should have been 


"7 Treatise on Money, I, 257. 
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centered? Was the policy of the Reserve administration best 
calculated to modify the forces making for a depression or did it 
operate to intensify these forces? It is proposed first to deal 
briefly with the attempt to control speculation. This is followed 
by a consideration of the general business situation in the years 
in question. We shall then be in a position to appraise policy 
from the point of view of its effect on general business activity. 

There is a widespread impression that the primary cause of the 
System’s failure to check speculation lay in the mildness of its 
restraining measures in the first six months of 1928. Available sta- 
tistical evidence appears to afford little support to this view. The 
Reserve banks’ average daily holdings of acceptances and gov- 
ernment securities declined 409 million dollars from January to 
June. In addition the average daily monetary gold stock declined 
by 258 million dollars in the same period. As a result, member 
banks were forced in debt to the Reserve banks to an amount ex- 
ceeding one billion dollars—the highest level since 1921. Due to 
the repugnance of member banks to continuous indebtedness at 
the Reserve banks, a repugnance reinforced by a rise in the redis- 
count rate to 5 per cent, net demand deposits declined 914 million 
dollars from December 31, 1927, to June 30, 1928." This in turn 
was unquestionably largely responsible for the rise in the average 
call-loan renewal rate from 4.24 per cent in January to 6.21 per 
cent in June 1928. Despite the fact that this restrictive policy 
was the most drastic ever consciously pursued by the Reserve 
banks, stock prices and security loans continued to advance. 

It may be objected, however, that the adequacy of a policy can 
only be judged by its results; that the very fact of stock prices 
having continued to advance is in itself evidence that the policy 
was not sufficiently drastic. Let us suppose, therefore, that the 
Reserve banks had disposed of their remaining acceptances and 
securities and had continued to raise the rediscount rate until 
stock prices fell and security loans declined. Assume that this 
could have been done quickly enough and in such a way as not to 
interfere with business activity; what would have been the result? 
With the success of the policy, interest rates and stock prices 

8 “Adjusted” demand deposits of member banks declined 456 million dollars. 
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would have appeared low, the technical position of the stock mar- 
ket would have been good, and company earnings would have con- 
tinued increasing. A more favorable background for a rise in 
stock prices could hardly be imagined. There is no reason to be- 
lieve that the opportunity would have been seized by outright 
buyers only. There would almost inevitably have occurred a 
rapid increase in brokers’ loans. It would then presumably have 
been necessary to repeat the Federal Reserve policy. But this 
time, and each successive time thereafter, be it noted, a stronger 
dose would have been necessary in order to secure the same re- 
sults. This is indeed the story of the stock market’s reaction to 
the Board’s successive “warnings” in 1929. The crash and liqui- 
dation would eventually have come, as in 1929, from a weakened 
technical position of the market, combined with prospects of sta- 
tionary or declining earnings. In other words, even if the System 
had succeeded in its objective in the early part of 1928, it is un- 
likely that subsequent events would have been very different from 
what they actually were. 

It is remarkable that neither the banking authorities nor those 
writers who supported their policies have ever,so far as I am aware, 
discussed the probable sequence of events if the policy in 1928 had 
been early successful in its immediate aim. Indeed the banking 
authorities were chary of admitting that liquidation in the stock 
market was essential to their plan. This was brought out in the 
important testimony of Mr. Hamlin, a member of the Board, be- 
fore the Senate committee in 1931. He stated that “the position 
of the New York Bank was that, beginning at 6 per cent, we 
should start in on an affirmative rate policy of repeated increases 
of discount rates until the situation should be corrected.” The 
chairman, Senator Glass, asked, ‘“What situation?” Mr. Hamlin 
replied, “I have been asked that a great many times. I think it 
meant until the stock market was liquidated.” 

In the early part of 1929 the Board decided that the 1928 policy 
had failed in its purpose and became more concerned over the 
long continuance of high interest rates. The Federal Reserve 
Bank of New York wished to bring it to a close by pursuing the 

19 Senate Hearings on S.R. 71, 1931, p. 174. 
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1928 policy of raising rates more vigorously. The Board, however, 
did not approve this policy and instituted that of “direct pres- 
sure” on member banks, publicity, and warnings.” This pressure 
upon member banks to liquidate security loans brought about even 
higher interest rates, although this, apparently, was not expected, 
as increased discount rates were opposed on the grounds that they 
would injure business and not prevent speculation.” Finally on 
August 9, 1929, the Federal Reserve Bank of New York’s discount 
rate was raised to 6 per cent. “The increase was not made, how- 
ever, to curb speculation. That increase was part of an easing 
policy. We determined to ease by lowering acceptance rates. The 
6 per cent discount rate was suggested merely to encourage the 
banks to use acceptance money in paying off in part, at least, their 
discounts.’’* That raising of the discount rate should be regarded 
as part of an easing policy is at first sight difficult to understand. 
While the lowering of the buying rate for acceptances which re- 
sulted in increased purchases of acceptances undoubtedly tended 
to ease rates, surely a rise in the rediscount rate when member 
banks are indebted to the Reserve banks to the extent of a billion 
dollars increases pressure on the member banks to reduce that 
indebtedness and tends to make for firmer rates. In other words, 
the two actions tended to neutralize one another in their effects 
on interest rates. For our present purpose, however, the impor- 
tant thing to note is that the System tried various policies to 
bring about liquidation and that all of them failed. 

The employment of a tight-money policy to check speculation 
appears to rest on the theory that high rates increase the cost of 
speculating and exert, in addition, a depressing psychological ef- 
fect. But of all economic groups, speculators are probably the 
least sensitive to interest-rate charges, since the cost of borrowed 
money is small compared with the percentage fluctuations in the 
value of stocks. Whether high interest rates will have a depressing 
psychological effect depends on the general feeling as to the rea- 


» Ibid., Mr. Hamlin’s testimony, pp. 164 et seq. 

* Tbid., Mr. Hamlin, p. 167; Dr. Miller, p. 143. 

* Ibid., Mr. Hamlin, p. 173. I am not sure that this represents the views of all 
the members of the Board. 
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sonableness of stock price levels. Although the Reserve adminis- 
tration denied that it had any disposition to set itself up as an 
arbiter of security values, this is what, in effect, it was doing, since 
security loan liquidation could not be brought about without a 
fall in security values. But if the main body of economists, finan- 
cial editors and services, bankers and business men feel that stock 
prices are in reasonably close alignment with earnings, it is diffi- 
cult to see how stock prices can be put down and kept down unless 
the central banking policy is expected to result in declining earn- 
ings. Whether or not the rise in stock prices has a reasonable 
basis in earnings and prospects should be carefully considered be- 
fore a policy which depends for its success on lower prices should 
be embarked upon.” 

From the standpoint of the argument of this paper it is largely 
immaterial how high or low stock prices are in themselves. The im- 
portant thing is the consequence of high or low price levels. We 
have already considered some of the possible consequences of spec- 
ulation. It is now proposed to turn to actual business conditions. 
It is not possible to disentangle the effect of speculation on busi- 
ness from all the other factors that affect business; but fortunately 
this is not necessary since central banking policy should be con- 
cerned with the net effect of ali the varying forces at work at any 
particular time. 

The general impression appears to be that not only was there 
a “speculation boom” in 1928-29 but that this was, in addition, 
accompanied by what is generally now referred to as a “business 
boom.”’ Whether or not a business boom prevailed in 1928-29 is 
an extremely important question in appraising central banking 
policy in its wider aspects. 

At the outset it may be pointed out that the answer to the 
question depends on what is conceived to be the peculiar nature of 
a “boom.” I think it is correct to say that the term, in its stand- 
ard usage, connotes a condition in which monetary incomes, for a 

*3 From this aspect various comparisons of the course of earnings and stock prices, 
and evidence of the selectivity of the market, which exigencies of space prevent 
reproducing here, might be profitably studied. See the Standard Earnings Bulletin 


(April, 1932), pp. 2, 22-25, and the Standard Base Book (November 11, 1931), P. 4- 
Also F. C. Mills, Economic Tendencies, pp. 496-99. 
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considerable period, are increasing more rapidly than goods are 
produced. This results in rising commodity prices, abnormal 
profits, overtime work, growing inefficiency, speculation in com- 
modities leading to increased hoarding of goods. Such a condition 
is obviously undesirable and extremely difficult to translate into 
a period of healthy prosperity without a depression first interven- 
ing. On the other hand, a period in which the increase in produc- 
tion is being taken off by consumers at steady prices; in which, 
although most of the factors of production are fully utilized, there 
is still some slack; and in which firms are enabled to make profits 
due to efficiency in production rather than because of costs lag- 
ging behind rising selling prices—such a period would appear 
to be eminently desirable. It would seem that business condi- 
tions in 1928-29 approximated more closely the latter condition 
of desirable prosperity than that of an undesirable boom. 

Table I presents various series which throw light upon the 
movement of some significant factors for the period 1923-29. 
Exigencies of space prevent, what would otherwise be desirable, a 
discussion of their relevancy, comprehensiveness, and accuracy. 
The series as they stand, however, serve to bring out the broad 
features of the industrial situation and are safer guides than im- 
pressions and casual observations. 

The available evidence on inventories is conflicting. Table II 
presents four series. The relatively larger increase shown by the 
Department of Commerce Index is doubtless due in large part 
to the greater weight it assigns to raw materials. 

A close inspection of the statistical evidence presented in Tables 
I and II suggests that the period 1923-29 was abnormal only in 
the sense of being unusually prosperous. Professor Mills, con- 
cluding his exhaustive analysis of this period, remarked that “re- 
latively to the basic needs of the population, the volume of goods 
of all sorts produced in the United States was being increased be- 
tween 1922 and 1929 at a rate probably never before maintained 
for a similar period of time.’’* It was “a period, which, in retro- 
spect, has already taken on some of the aspects of a golden age.””*S 
If any year should be singled out as the peak of this period it 

* F.C. Mills, op. cit., p. 530. 8 Ibid., p. 529. 
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would be 1925 rather than 1929. Despite the fact that 1924 was 
relatively a more severe year of recession than 1927, the annual 
rate of increase of most of the series was greater in the period 
1923-26 than in the period 1926-29. 

From the standpoint of a “boom,” as defined above, it will 
be noted that commodity prices were falling rather than rising. 


TABLE II 
INVENTORIES, 1923-29 








auRemeting | zoo Tdencal | Department | Comma 
ty AP ym Store Stocks’ Stocks* 
(in billions) (in billions) 





100. 
103. 
104. 
105. 
105. 
103. 
102. 




















1923-29.... Baie 
og ee ere 





* United States Statistics of Income Reports. The number of corporations reporting balance sheets 
increased every year from a total of 346,388 in 1924 to 398,815 in 1929. 

* Lauchlin Currie, Quarterly Journal of Economics (August, 1931), p. 699. 

3 Federal Reserve Board Index, Annual Report, 1929, p. 207. 

¢ United States Department of Commerce Index. 


Aggregate profits, expressed as a percentage of invested capital, 
remained remarkably constant throughout the period, the peak 
occurring in 1925. Corporate deficits, which might be expected to 
decline during boom years, showed a considerable increase from 
1923 to 1929. Table III shows the years in which the major indus- 
irial groups, excluding agriculture, experienced maximum and 
minimum absolute net profits in the period 1923-29. When it is 
considered that no allowance is made for secular growth it must 
be admitted that the absence of a general upward swing in profits 
is hardly what one might expect in a “boom” period. Only one 
* Adapted from F. C. Mills, op. cit., pp. 482, 484. 
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out of the sixteen groups achieved its maximum profits in 1928, 
and only five in 1929. 

Available information does not indicate increased speculative 
holdings of inventories. We have no reliable evidence to indicate 
the extent of overtime work or alternatively the degree of “slack”’ 
in the system, but the constant discussion of the problem of tech- 
nological unemployment would indicate that the problem was one 
of under- rather than overutilization of labor. Available evidence 
points to increasing rather than decreasing efficiency in produc- 
tion during this period.” 


TABLE III 


YEARS OF MAXIMUM AND MINIMUM NET 
PROFITS OF 16 INDUSTRIAL 
GROUPS, 1923-29 








Number of Number of 
Groups Report-| Groups Report- 
ing Maximum | ing Minimum 














The comparative steadiness of commodity prices, which is here 
cited as one of the factors indicating the absence of “boom”’ 
conditions, has been frequently quoted as evidence of “inflation.” 
It is argued that improvements in the technique of production and 
the extension of the roundabout method of production result in 
reduction in cost. If selling prices do not fall correspondingly, ab- 
normal profits result and “inflation” develops. This argument, 
in so far as it applies to the 1923-29 situation, may be met in 
various ways. It may, in the first place, be pointed out that the 
customary commodity price indexes are not particularly relevant 
in a discussion of this nature. They are composed largely of com- 


7 F.C. Mills, op. cit., p. 291. 
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paratively simple commodities capable of being graded and of a 
uniform quality throughout a period. More elaborate commodities, 
in the production of which great improvements have been made, 
are customarily not included in wholesale price index numbers. 
Even if their inclusion still left us with stable prices, this would 
not necessarily mean abnormal profits for entrepreneurs. The 
view that it would mean abnormal profits rests on the assumption 
that the competitive process works out only through falling prices. 
But there is another simple, though perhaps less obvious way, in 
which the gains arising from improvements in production are 
passed along to the community instead of being retained by their 
initiators. Corporations do not compete only in prices; they com- 
pete also for labor. A corporation which is in a position to expand 
output may seek to improve the quality and increase the size of its 
working force by the offer of higher wages and salaries. A corpo- 
ration which is not improving its technique of production as rap- 
idly as the other units in the field may find that it is being as 
badly pressed by rising wage costs per unit of output as by lower 
selling prices.* Consequently, even though selling prices have not 
fallen, rising profits of one concern may be offset by a decline in 
the profits of another, so that no met increase in profits need occur. 

Although on a priori grounds it would seem that competition 
would work in a much more sluggish fashion in this way than in 
price changes, yet there are indications that a considerable part of 
the adjustment to the effect of improvements is actually brought 
about in this manner. Professor Mills presents the annual rate of 
change of various indexes of wages from 1922 (when wages were 
already relatively high) to 1929. The annual rate of increase 
ranged from o.8 per cent for women factory labor to 4.3 per cent 
for union hour-rates. Even farm wages increased at the rate of 1.6 

*8 Since the above was written an excellent criticism of the “‘neutral money prin- 
ciple” by Professor A. H. Hansen and Mr. Herbert Tout has appeared wherein the 
tendency of the application of piece rates to force wages up is stressed. As the 
authors correctly urge “If disequilibrium were to be avoided, under Hayek’s neutral 
money, piece rates would constantly have to be lowered, and every pressure of trade 
unions for higher wages would have to be sternly resisted. That frictions, malad- 


justments, and disequilibrium, would develop under these conditions is not difficult 
to foresee.” Econometrica (April, 1933), p. 146. 
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per cent per annum.” Evidence of the absence of an upward 
trend of profits, expressed as a percentage of invested capital, 
has already been cited. Moreover, the share of the national divi- 
dend going to property owners does not appear to have increased, 
despite the great increase in invested capital.* It is worth observ- 
ing that the most “inflationary” period from the commodity price 
standpoint was from 1923-26, while the three years that preceded 
the depression witnessed a considerable fall in prices not only in 
this country but throughout the world. 

To argue that a “boom,” at least in the alarming sense of the 
term, did not exist from 1923 to 1929 is not to argue that specific 
maladjustments did not exist. Such maladjustments are inevita- 
ble in an expanding economy. There is, however, no evidence that 
some, at least, of those maladjustments most commonly cited 
were becoming worse throughout the period. It is difficult to se- 
cure much definite information on technological unemployment 
but Mr. Weintraub, after a skilful use of the available material, 
came to the conclusion that “during the period 1920-26 a number 
greater than that displaced by the increased output per man-hour 
was absorbed by the increased physical volume of output, while 
the years 1926-29 failed to absorb only approximately one-tenth 
of one percent of those displaced.” Another maladjustment fre- 
quently mentioned, the plight of agriculture, was apparently 
gradually being corrected up to 1929. The price of farm products, 
expressed as a percentage of the prices of things bought by the 
farmers and with 1913 equal to 100, rose from 75 in 1921 to 8g in 
1929." The record of net incomes of manufacturing corporations 

* F.C. Mills, op. cit., p. 477. 

%® Professor Morris A. Copeland, in analyzing the national income, came to the 
conclusion that “the preliminary estimates for 1926 and 1927 do not substantiate 
the contention that the share of employees in the national dividend has been declin- 
ing. This share has been practically constant since 1920. The share of property— 
interest, rent, and dividends—reaches its peak in 1921 and 1922, during the post 
war depression period. There has been no significant variation since 1923.”” Recent 
Economic Changes, Il, 769. 

3 David Weintraub, “The Displacement of Workers through Increases in Effi- 
ciency and Their Absorption in Industry, 1920-1931,” Journal of the American Sia- 
tistical Association (December, 1932), p. 399- 

2 F.C. Mills, op. cit., p. 348. 
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from 1923 to 1929, classified by industrial groups, illustrates the 
wide diversity in the course of earnings, but does not indicate that 
the implied maladjustments were increasing in intensity up to 
1929.8 

The various considerations adduced above doubtless explain 
why so few trained observers felt in 1928-29 that business was in 
an unhealthy boom which must inevitably lead to a violent de- 
pression. Professor Wesley C. Mitchell, in the spring of 1929, in 
reviewing the work of the economists who contributed to Recent 
Economic Changes, was at pains to point out that “the condition 
of agriculture, the volume of unemployment, the textile trade, 
coal mining, the leather industries, present grave problems. .. . . 
How rapidly these conditions will mend we do not know. Some 
may grow worse. Nor can we be sure that the industries now 
prosperous will prolong indefinitely their recent record of stabil- 
ity.” Even the Federal Reserve Board stated in its Annual 
Report for 1929 that “there was nothing in the position of com- 
mercial credit or of business to occasion concern.” 

It is true that many more writers refer now to the “boom”’ of 
1928-29. I suspect that in many cases this view may be traceable 
to (a) a hasty generalization from security speculation; (0) the 
belief that “credit” was expanding at a rate far in excess of pro- 
duction; and (c) the deeply rooted belief that depressions always 
follow booms, and since we have experienced such a catastrophic 
depression we must have had a boom. The rising stock prices 
may be explained partly by the widespread belief that a period of 
greater business stability had at last been achieved and mainly 
by the steadily increasing earnings of corporations. A comparison 
of the earnings of leading corporations with those of all corpora- 
tions indicates that those companies whose stocks were listed on 
the Stock Exchange were growing at the expense of those com- 
panies whose stocks were privately held. The belief that “credit” 
was expanding rapidly was based on figures for loans and invest- 
ments. The index of the entire money supply in Table I above 
indicates that the rate of expansion of money was less than that 

3 Tbid., p. 484. 

4 Recent Economic Changes, 1929, Pp. 909. 38 See p. 2. 
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of production and that the rate of expansion was declining stead- 
ily from June, 1925. In regard to (c) above it appears to the 
writer that one lesson of profound importance that may be learned 
from recent experience is that it is by no means necessary to have 
a boom in order to have a severe depression. While this conclu- 
sion is drawn from a consideration of domestic business, it would 
be even more strongly borne out if the inquiry had been extended 
to business conditions in other countries in 1928-29. 

We are now in a position to appraise Federal Reserve policy. 

Business activity had been tending gently downward in 1927, 
reaching its low point in December of that year. Federal Reserve 
policy unquestionably tended to arrest this decline. A mild ex- 
pansion of member banks adjusted demand deposits, amounting 
to 5.2 per cent from December 3, 1926, to December 31, 1927 was 
permitted.** This was approximately half the increase permitted 
in 1922 and in 1924. The expansion was accompanied by a fall in 
the average call-money renewal rate from 4.56 per cent in Novem- 
ber, 1926, to 3.60 per cent in November, 1927, and a rise in the 
bond price average from 97 in October, 1926, to 100 in December, 
1927. This in turn was accompanied by an expansion of new 
capital issues, both domestic and foreign. At the close of the 
year, building contracts awarded, which had been tending gently 
downward since the end of 1925, began to increase. The inflow 
of gold which had begun in the early months of 1927 was arrested, 
and little change took place in the monetary gold stock until 
December, when a heavy outflow began. 

The 1927 policy has been generally condemned on the ground 
that it was responsible for the “speculative mania” of 1928-29, 
one of the members of the Federal Reserve Board having since 
gone so far as to say that it represents “one of the most costly 
errors committed by any banking system in the last 75 years.”” 
To the writer it appears wholly admirable, rather to be charac- 
terized as one of the most successful policies ever pursued. 


36 Individual deposits, including certified checks and government deposits, minu 
items in course of collection. Lauchlin Currie, Journal of Political Economy (Febru 
ary, 1933), P- 71. 

37 A. C. Miller, Hearings on S.R. 71, 1931, Pp. 134- 
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Though one cannot positively say that it was responsible for ar- 
resting the downward trend of prices and production and for 
easing the pressure on foreign central banks, we are justified in 
claiming that it was the policy acceptable in theory for the attain- 
ment of those ends. Since we have argued that the call-money 
rate plays a minor réle in the calculations of speculators and that 
the major part of the rise in stocks appeared reasonable and de- 
fensible on the basis of the then existing knowledge, it follows 
that the 1927 policy was responsible for the subsequent rise in 
stock prices only in the sense that it resulted in an upswing in 
business activity and profits. 

At the beginning of 1928 a new situation confronted the Federal 
Reserve System. Business had definitely turned the corner. The 
increasing requirements of more active business and of specula- 
tion combined with a fairly heavy gold outflow might have been 
reasonably expected to bring about a reversal of the downward 
trend in interest rates. In these circumstances the central bank 
might have adopted a quiescent policy, merely permitting the 
normal tightening of interest rates; it could have sought to 
counteract the trend; or finally it could have intensified the rise in 
interest rates. The System chose the last course. In view of the 
length of time which may be expected to intervene between the 
inauguration of a central bank policy and its ultimate effect on 
investment and hence on business, this was probably the wisest 
course, though it perhaps need not have been quite so drastic. 
On the whole, however, there is little to which exception may be 
taken in the 1928 policy, though one may disapprove strongly of 
the grounds on which it was based. 

In the spring of 1929 the situation called for a reversal of the 
policy followed throughout 1928. That policy, in conjunction with 
other forces making for high interest rates, had been accompanied 
by a rise in the call-money rates to abnormal heights, a decline in 
the bond price average from 100.5 in March, 1928, to 95.8 in 
March, 1929, a decline in both domestic and foreign bond issues, 
a considerable decline in building contracts awarded, a reversal 
in the gold flow and, as a consequence of this reversal, a protec- 
tive tightening of interest rates abroad. The danger of a business 
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boom had, therefore, been obviated. The problem became that 
of preventing the abnormally high interest rates from resulting 
in a bad depression. It was at this point that the writer feels a 
grave blunder was made. The Reserve administration intensified 
its campaign against speculation, apparently in the hope that 
with liquidation of security loans lower interest rates would pre- 
vail. As we have seen, the policy was a complete failure. The 
high rates of 1928 were exceeded throughout the greater part 
of 1929; the bond market continued to decline; building contin- 
ued to run below 1928; a sharp decline in our foreign lending, 
combined with an increase in our short-term borrowing from 
abroad, forced interest rates to still higher levels throughout the 
rest of the world; a decline in business activity ensued—the very 
condition which the Reserve administration sought to avoid. 

An alternative course open to the Reserve administration in 
1929 was to reverse its policy—to counteract rather than inten- 
sify the rise in interest rates. This course, which has never as yet 
been tried, appears at first sight so bold—almost foolhardy—that 
it was not even considered. To the writer, however, it appears to 
have been the only way out. In view of the failure of the opposite 
policy, its rejection brings us dangerously close to the position of 
holding that nothing could have been done by monetary means to 
avert the depression. This may very well have been the case; but 
we are not justified in assuming this position until possible alter- 
natives have been exhausted. 

It will be recalled that building contracts awarded, an impor- 
tant index of the rate of investment of fixed capital, had turned 
downward in the middle of 1928. There was a pronounced in- 
crease in the production of available output in 1929 and yet there 
is little evidence that savings were diminishing. Keynes suggests 
that relative equilibrium was probably maintained for some time 
in 1929 by the increase in investment in the form of working capi- 
tal made necessary by the increased volume of output,* and there 
are some statistical data in support of this view.” In addition there 

¥% Op. cit., p. 193. 

3° Department of Commerce Index of Commodity Stocks, Standard Base Book 
(January 1932), p. 172. 
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is a considerable time intervening between the award of a contract 
and the period of maximum expenditure on the project. Both of 
these forces are temporary and their effect was apparently spent 
by the middle of 1929. It then became absolutely imperative that 
new investment be increased and this could not be brought about 
in the face of the extremely high interest rates prevailing. 

While it will be observed that the sudden reversal of the long- 
term interest rate trend has been here stressed as a cause of the de- 
pression, it is not necessary to accept this viewin order to hold that 
an easier money policy was called for in the spring of 1929. If, for 
example, it is believed that the downturn was caused by specific 
maladjustments, such as an overdevelopment of two or three 
large industries, the appropriate banking policy to mitigate the 
depressing effect involved in the correction of these maladjust- 
ments is one of expansion and lower interest rates. A restrictive 
banking policy would not only render more difficult the shift of 
resources from overdeveloped industries into others but would, 
in addition, bring about further maladjustments. The same rea- 
soning is applicable to the problem of technological unemploy- 
ment.” 

The objection may be made that assuming easier money rates 
to have been desirable, it was not in the power of the system to 
secure them in the face of the great increase in demand for secu- 
rity loans. If, however, the Reserve System was responsible in 
some degree for the rise in interest rates, it would appear that by 
a milder policy, reducing member bank indebtedness to the Re- 
serve banks somewhat, lower rates might have been attained. 
Mr. W. W. Riefler has argued that the most important single 
factor bearing on the movement of interest rates is the extent of 
member bank indebtedness.“ Although his treatment ended with 
1928, I have in an earlier part of this paper cited illustrations 
which appear to show that this factor was the predominant one 
even in 1928 and 1929. 

Assuming that the system could have maintained a lower level 
of interest rates, it will probably be objected that the “situation” 

* David Weintraub, op. cit., p. 398. 

“ Money Rates and Money Markets, chap. ii. 
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would have got out of hand. An even more violent rise in stocks 
and brokers’ loans would have occurred, inflation would have de- 
veloped, and the inevitable crash and depression would have been 
more violent than they actually were. 

Suppose stock prices had gone higher. Then we are brought 
back again to our previous argument that the level of stock 
prices should not in itself be a matter of concern to the central 
bank but rather the net effect of speculation in conjunction with 
other forces, on saving and investing. The writer, however, 
thinks it doubtful if stocks or brokers’ loans would have risen any 
further than they did had the campaign against speculation never 
been entered upon. Perhaps the timing of the movements in 1929 
would have been different. It appears that the policy of threats, 
warnings, and direct pressure pursued in the spring of 1929 was 
linked in some way with the hesitating action of the stock market 
at that time. Then again, it may not have been merely a coinci- 
dence that the violent phase of speculation which, through a very 
serious weakening of the technical structure of the market, di- 
rectly contributed to the violence of the crash, occurred immedi- 
ately after the rise in the New York rediscount rate to 6 per cent 
on August 9, 1929. It is at least a plausible assumption that if the 
punitive policy of the Reserve System had not bulked so largely 
in the financial press, the spring would have witnessed a more 
rapid rise and fall. A fall then might not have been so violent nor, 
in view of the fact that business had not yet reached its peak, as 
harmful in its consequences as a crash which occurred when busi- 
ness activity was declining. These are, of course, mere con- 
jectures. It should be remembered, however, that the view that 
the bull market would have lost all restraint if a restrictive policy 
had not been followed, a view accepted as almost self-evident, is 
likewise only a conjecture. Moreover, it is a conjecture which im- 
plicitly is based on the very arguable assumption that the rise 
in stocks was quite irrational, with no solid basis in earnings and 
prospects, and that the call-money rate is an important factor in 
the calculations of speculators. 

The more important question, however, is whether an easier 
money policy in the spring of 1929 would have resulted in an un- 
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desirable business boom. The answer depends on the extent to 
which interest rates were lowered. If the easier money policy had 
been carried out in a tentative and experimental fashion, the cen- 
tral bank could have kept in fairly close touch with the situation, 
accelerating or retarding its policy according to the extent to 
which it was affecting the rate of investment. It has been objected 
that given full utilization of the factors of production, an expan- 
sion of investment, initiated by the action of the banking system, 
can be brought about only by the withdrawal of labor from the 
production of consumers’ output. Incomes will be increased rela- 
tive to the flow of finished goods, and prices will rise. But this 
view assumes that investment is exceeding saving. In 1929 the 
real danger, as we now know, was the very opposite. An expan- 
sion of investment was necessary in order to absorb the labor that 
would otherwise lose employment and to increase incomes that 
were shortly to become deficient relative to output of finished goods. 

In this connection it is interesting to note the Reserve adminis- 
tration’s reaction to a somewhat analogous situation, that of 1923. 
Although there was a widespread fear in 1923 that the rise in 
commodity prices was ushering in a new period of inflation, the 
Board did not initiate severe restrictive measures, for the reason 
that its indexes of production led it to believe that shortly there 
would be a large increase in the flow of finished goods to market 
which would, in itself, restrain any rise in prices. There was evi- 
dence that a rise in commodity prices would have been restrained 
by a similar increase in the flow of finished goods in 1929. More- 
over, there were, as we have seen, powerful deflationary forces at 
work throughout the rest of the world that would have made it 
very difficult for an independent business boom to have proceeded 
very far in this country. 

It is admittedly difficult to gauge the ideally right time to take 
action. Yet with the progress of monetary theory and the in- 
creasing availability of relevant statistical material, it should be 
possible to improve the timing of policy. Moreover, mistakes in 
timing may be largely rectified by varying the vigor with which a 
policy is pursued. For example, in a given set of conditions a 

“ Stabilization Hearings, 1927, pp. 699 et seg.; 1928, pp. 295, 314. 
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purchase of securities by the reserve banks of 200 million dollars 
may be sufficient to secure the desired effect; under somewhat 
different conditions it may require a purchase of 500 million 
dollars or 1 billion dollars to secure the same effect.“ Thus, even 
if the Reserve administration had waited until it was apparent 
that business activity was deciining, it was not too late to modi- 
fy the recession significantly, if an expansion policy had been 
vigorously pursued. 

In the autumn of 1929 it became apparent that business activ- 
ity was declining. Moreover, there were various forces at work 
which, if not offset, must inevitably have tended to accelerate the 
decline. Building contracts awarded declined sharply in September 
and succeeding months. New financing came to a virtual stand- 
still during the most violent stages of the stock-market crash, 
which in turn presaged a still further decline in investment. 
Since 1925 the expansion of incomes and the maintenance of 
prices had been due more to an increase in the income velocity of 
money than to an expansion of money itself.“ With declining 
business and the tendency to build up large idle corporation de- 
posits through the liquidation of “loans on account of others,”’ the 
income velocity might have been expected to decline rapidly. 
Clearly the situation called for an energetic easing policy. The 
Reserve administration, however, proceeded cautiously. Mem- 
ber bank indebtedness was allowed to remain at the abnormally 
high figure of 953 million dollars for November and 803 million 
dollars for December. Or. December 31, adjusted demand de- 
posits of member banks showed an increase of only 116 million 
dollars over the June 29 figure and no increase over the December 
31, 1928, figure. In the first six months of 1930 they declined 458 
million dollars. In the first year of the downswing (June, 1929, 
to June, 1930) the money supply contracted by 3.7 per cent. 
Thus in place of mitigating the effects of the declining income ve- 


4 For evidence in support of this statement, I refer to my paper on “Member 
Bank Indebtedness, and Net Demand Deposits,” Quarterly Journal of Economics 
(May, 1932), pp. 509-25. 

“ Cf. Table I. 

45 Lauchlin Currie, Quarterly Journal of Economics (November, 1933), p. 86. 





MONETARY POLICY AND THE DEPRESSION 175 


locity of money the banking system reacted in such a way as to 
decrease incomes still further. Call-money rates did not fall below 
3 per cent until nearly a year after business had reached its peak 
and turned downward. Bond prices did not regain the levels pre- 
vailing at the beginning of 1928 until September, 1930. 

It may be objected that the lack of suitable borrowers preclud- 
ed the expansion of loans and hence of deposits. There does not, 
however, appear to be much force in this objection. Stock prices 
rose steadily from November, 1929, to April, 1930. Brokers’ loans 
increased over 1 billion dollars from December 31 to April 30. In 
the last quarter of 1929 and the first half of 1930, over 4} billion 
dollars worth of bonds were issued. Of the well over 14 billion 
dollars of acceptances outstanding, the member banks held less 
than 300 million dollars on December 31, 1929, March 27 and 
June 29, 1930. Moreover, it is significant that the surplus reserves 
of member banks throughout 1930 were barely in excess of 1929, 
or, in other words, only some 10 to 20 million dollars in excess of 
the minimum. It appears, therefore, that the monetary factors 
making for deposit expansion—inflow of gold, decrease in money 
in circulation, and moderate purchase of bonds by the Reserve 
banks—spent their full force in the reduction of the high 1929 
level of member bank indebtedness to the Reserve banks. Mr. 
W. R. Burgess has compared the effect of this “cushioning proc- 
ess” of the Federal Reserve System unfavorably with the rapidity 
of the easing process under the national banking system and inti- 
mated that allowance should henceforth be made for this fact 
in the determination of Federal Reserve policy.“ 

That the Reserve administration did not push their open- 
market policy sufficiently to effect a net increase in member bank 
reserves and so permit an expansion of demand deposits is ex- 
plainable on several grounds. For one thing, there is the enormous 
inertia which always characterizes such a loosely knit organiza- 
tion. Again, interest rates were falling steadily due to declining 
business. Finally, it must be remarked that the Reserve admin- 
istration has never been interested in or appreciated the rdle 
played by means of payment; its interest has been centered on the 


“Review of Economic Statistics (1931), p. 23. 
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quality of bank assets, and brokers’ loans showed a tendency to 
increase the first four months of 1930. It is probable that the 
authorities were fearful of repeating the 1927 “‘mistake.” 

To conclude: It has been argued in the preceding pages that 
the Reserve administration erred in concentrating its attention 
too exclusively on the single factor of speculation. Because of 
faulty understanding of the causes and consequences of the 
growth of security loans, the Reserve administration erred fur- 
ther in its handling of this factor. A clearer understanding of the 
causes and effects of security speculation, together with a consider- 
ation of other and more important forces at work would have logi- 
cally dictated a policy quite the reverse of that actually followed 
in 1929. The policy followed throughout 1929, so far from tend- 
ing to prevent the depression, actually operated, in the view of 
this paper, to bring it on. There is no justification, therefore, for 
the frequent citation of the monetary and business developments 
of 1929 and 1930 as evidence of the inability of the Reserve ad- 
ministration to prevent the depression. A final conclusion is that 
international and domestic considerations called for similar rather 
than divergent monetary policies. 

The writer believes that a great advance in central banking 
practice would be achieved if the concern of the Reserve admin- 
istration could be directed away from the attempt to control se- 
curity speculation to the attempt to offset the disturbing effects 
of speculation in conjunction with the disturbing effects of many 
other factors.“ The central bank, in other words, should be con- 
cerned with offsetting the net inflationary or deflationary effect of 
many opposing forces, some fairly obvious and some quite ob- 
scure, that go to make up the industrial situation at any particu- 
lar time. As Mr. Burgess has so aptly remarked, “Federal re- 
serve policy generally is more like a shotgun than a rifle,” and 
hence its concern should be with the industrial picture in its 
broadest aspects—with monetary incomes and the rate and char- 


47 From the standpoint of the argument of this paper the provisions in the Glass- 
Steagall Act of 1933 seeking to give the reserve administration greater control over 
the loans of member banks indicate a complete misreading of the 1928-29 episode 
and do not mark any advance in either central banking theory or practice. 


# The Reserve Banks and the Money Market, p.200. 
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acter of their expenditure in relation to the output of consumers’ 


and producers’ goods. 

A necessary prerequisite to a sounder banking policy in the 
future is a modification of the administration’s present conception 
of the function of a central bank. Its view that its duty lies in the 
control of the volume and character of member bank loans and 
investments for the purpose of “accommodating industry” is at 
variance with the best monetary theory, which holds that its task 
is rather the control of the volume of means of payment for the 
purpose of controlling in turn monetary incomes and the rate and 
character of their expenditure in relation to the rate and character 
of the output of goods. Unless the reserve administration is pre- 
pared to modify its conception of its function, it will not be able to 
avail itself of the recent great advances in monetary theory. 


LAUCHLIN CURRIE 
HARVARD UNIVERSITY 








BUSINESS AND THE LAW 
A Comedy in Three Acts 


Scene: On the right half of the stage is a dense Jungle, with 
a treacherous morass every few feet, huge boulders in between, 
and tangled vines overhead which shut out the light quite effec- 
tually. It is a dismal scene. On the left side, separated from the 
Jungle only by the distinct boundary of a flood of light which en- 
velops this half of the stage, is a smooth grassy plain, which 
might be mistaken for an elysian field were it not identified by a 
posted warning to trespassers as a Well-Ordered Economic Sys- 
tem. At the back of this side of the stage, upon a little eminence, 
sits an august body on a Bench. He bears a close resemblance to 
God and is invariably addressed or listened to in awesome rever- 
ence, but he goes by the name of Justi. At opposite ends of a low 
table (Regulated Equilibrium), which is of short length in the 
First Act but is extended in each of the succeeding acts, sit two 
abstractions, Producer and Consumer, in full view and under the 
steady scrutiny of Justi. They appear to be happily wed. As the 
curtain rises for the First Act, however, it is evident that no chil- 
dren share their board. A meal is being served. The menu dis- 
closes Maximum Product to be the piéce de résistance, with a 
sauce of Minimum Cost. Numerous ghostly figures flit about in a 
rarefied atmosphere busily occupied in catering to every desire, 
fulfilling every wish, of the serene couple seated at the table. 
These wraiths move with such celerity that it is not easy to identi- 
fy all of them, or always to distinguish them, but the following 
are seen frequently: Free Competition, Private Property, Princi- 
ple of Supply and Demand, and the Market. They are observed 
closely by Justi, whose practiced eye appears to be able to follow 
their deft movements even when the spectator finds difficulty in 
keeping them in focus. 

The dishes are not actually prepared by these ethereal servants 
but are stealthily “found” at the edge of the Jungle, and are then 
discreetly ‘dressed up” before being served. The consequence is 
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that they are not invariably what they seem, and every now and 
then when the lid is taken off a pot Consumer raises her eyes, 
wrinkles her nose, tightly puckers her lips, and leaves the table in 
a high dudgeon. But such as they are, the dishes are provided by 
a rather bold not to say brutal, crafty not to say covetous, rugged 
not to say rapacious, and yet withal singularly hard-headed and 
beady-eyed, race inhabiting the Jungle. These savages (on ac- 
count of their pronounced tendency toward cannibalism one can- 
not conscientiously soften that designation) are known as Busi- 
nesses. Though there appears to be no sharp line of demarcation, 
two fairly distinct species of this genus may be seen prowling 
about in the Jungle: the giants and the pigmies. As they play 
quite diverse réles in the drama, it is well to bear in mind this 
peculiar composition of the tribe. 


Synopsis 
Act I 

The dialogue of Producer and Consumer reveals that the in- 
habitants of the Jungle are their offspring, directly or indirectly, 
some of them being of the second or even third generation re- 
moved. They have left home at an early age, however, and now 
pay little, if any, attention to their simple-minded parents. The 
latter are becoming vexed at this studied indifference and per- 
sistent neglect and they finally decide to send one of the guards 
who have been standing very rigid and immobile in the back- 
ground to fetch the oldest boy home. The guard selected for this 
job is named State Law. He sallies forth into the Jungle and pres- 
ently returns dragging a reluctant pigmy who goes by the name 
of Elevator Business. He protests vehemently against being de- 
prived of his “liberty”’ and against having to “break bread”’ with 
his mother and father—especially the former. He appeals to 
Justi to free him from the clutches of this “tyrant,” the State Law 
officer, who, he alleges, is only masquerading as Due Process. The 
latter alone has power to come into his preserve in the Jungle, he 
claims, and adds that in any event he is not the oldest boy, or even 
one of the old boys. Justi, dozing, does not seem to hear the boy 
or at least to take his loud complaints seriously. Brusquely he 
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tells Elevator Business he must mind his parents and do whatever 
State Law directs in carrying out their commands." As for his not 
being the oldest boy, that makes no difference; he is one of the 
same breed, isn’t he? 

Producer and Consumer seem to enjoy having “one of the boys”’ 
back home again. They soon learn, however, that he has devel- 
oped a voracious appetite. Despite their kindheartedness in offer- 
ing him generous portions, he yearns for the wild haunts of the 
Jungle and presently when they are more than occupied with 
some of their other recalcitrant offspring, this diminutive Business 
slips out through an underground passage and makes his way back 
to the Jungle. State Law still keeps an eye on him but seldom 
molests him.? 

Meanwhile Producer and Consumer decide they must have 
their oldest boy back so they instruct State Law to go out and 
fetch Common Carrier Business, wherever he may be found. This 
proves more of a task than State Law at first realized, for Com- 
mon Carrier Business had changed greatly since State Law had 
watched him as a baby playing at his father’s knee. He has grown 
into one of the largest of the giant Businesses and has adopted the 
nickname of Railroad Business, which he had early acquired in the 
Jungle from his ruthlessness in driving through to whatever he 
wanted. Eventually State Law has to ask for the assistance of 
another one of the guards, named Federal Law,‘ before he can get 
the old boy out of the Jungle and over into the region of Well- 
Ordered Economic System. There, still fighting, squirming, and 
kicking, Railroad Business raises an horrendous cry of oppression. 
State Law has no authority, he maintains, to compel him to come 
in and sit meekly down with his parents and live on the thin fare 
habitually served by Free Competition or the still thinner fare 
which Producer and Consumer are directing State Law to sub- 


* Munn. v. Illinois, 94 U.S. 113 (1876). 

? Budd v. New York, 143 U.S. 517 (1892); Brass v. Stoesser, 153 U.S. 391 (1894). 

3 E.g., Laws of Wisconsin, 1874, C. 273. Act of March 11, 1874. Other statutes, 
similar in scope and purport, are referred to in the Granger Cases, 94 U.S. 155, 
164, 179, 180, 181 (1876). 

4 Act of Feb. 4, 1887; 24 Stat. 379, c. 104; U.S.A., Title 49, c. 1. 
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stitute for it. But the Voice on the Bench, less curtly than in ad- 
dressing his little brother, nevertheless positively tells him, too, 
to mind his parents and to do what State Law directs.’ The Voice 
does not this time so firmly repudiate the suggestion that State 
Law and Due Process (a mysterious x of uncertain sex) may not be 
the same person. The former is accepted as the alier ego of the 
latter, however, for the purpose in hand. 

So Railroad Business is compelled to take his place at the table, 
and his parents are in consequence separated quite a distance on 
account of his giant stature and great girth. He, too, proves to 
have developed a remarkable appetite, and he does not relish the 
strict diet which State Law at the behest of his parents forces upon 
him. The parents soon become convinced that State Law has too 
many other duties to enforce effectively the diet regimen upon 
such a sly and greedy boy as Railroad Business so they determine 
to appoint a governess for him. A slender and seductive girl called 
State Commission is selected for this job. Her duty is supposed to 
be to remain constantly on watch to see that Railroad Business 
does not help himself to a larger portion of the Maximum Product 
than Principle of Supply and Demand would sanction. Her ward 
continually wheedles her and rumors are heard that once or twice, 
perhaps, their relations may not have been strictly proper. Still 
Railroad Business hungers for a richer fare. 

Five years later (represented by five minutes in the play, to 
save time!) he turns and appeals once more in a loud voice to 
Justi, sitting on his bench dreaming dreams of perfect bliss in his 
enlightened realm. Awakened with a rude shock from his revery, 
Justi inquires what all the rumpus is about. He is informed by the 
blustering Railroad Business that State Law and State Commis- 
sion are “starving him to death” and trying to rape his spiritual 
bride, the impeccable Private Property. His own parents evi- 
dently connive in these evil designs, and hence he and his bride 
will shortly be quite undone unless Justi, the Omnipotent, comes 
to the rescue. Justi agrees to take the case under advisement and 
consider what may be done in the premises. He fears disorderly 

5 Granger Cases, op. cit.; Ruggles v. Illinois, 108 U.S. 526 (1883); Railroad Com- 
mission Cases, 116 U.S. 307 (1886). 
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and mischievous forces may be afoot and is determined to have 
none of them prowling about in his Well-Ordered Economic Sys- 
tem—whatever may happen, perhaps, occasionally, in exceptional 
cases, according to hearsay at least, out in the Jungle. 

Presently, therefore, Justi announces an extraordinary dis- 
covery and a firm stand. Speaking in most solemn and oracular 
tones, he reveals these facts: (1) that Free Competition has 
“fallen down on its job” in serving Railroad Business at the table 
of Regulated Equilibrium, though Justi hopes and supposes that 
it is still faithful to its sacred trust in distributing favors out in 
the Jungle, (2) that neither the irate parents nor the stern State 
Law nor the fair State Commission can be relied upon to see that 
Railroad Business gets a decent living, (3) that State Law has 
been ogling the chaste Private Property whom Railroad Business 
claims as his bride, and (4) that this mysterious person, Due 
Process, has finally been located but her skin is so fair and her con- 
stitution is so delicate that Justi deems it unsafe for her to be at 
large in the company of such crude fellows as the legislative 
guards, much less in the company of such “slender reeds” as the 
administrative commissions.® Justi will keep her in his own cus- 
tody, it is announced (with a straight face, not a trace of a smirk), 
and consult her upon what ought to be done whenever the legis- 
lative guards get to “raising a row” and especially when they 
start disciplining this poor giant Business, who seems to be set 
upon so heartlessly by all those who might be expected to treat 
him with due consideration. Justi expresses his grief and chagrin, 
of course, at the discovery that all this is necessary, but reaffirms 
his determinatic:: at all costs to protect Railroad Business from 
starvation and Private Property from outrage. 

Under this new dispensation, Railroad Business gradually 
reconciles himself to the loss of his Jungle “freedom.” His fare, 
indeed, is much more plentiful, as well as being undoubtedly 

°C.M.& StP.Ry. v. Minn., 134 U.S. 418 (1890); Reagan v. Farmers’ L.T.Co., 
154 U.S. 362 (1894); Smyth v. Ames, 169 U.S. 466 (1898). See, Max Lerner, “The 
Supreme Court and American Capitalism,” Yale Law Journal, XLII (March, 1933), 
668, for an interpretation of the significance of the judicial expansion of the scope 
of constitutional restrictions embodied in the “due process” clause. Cf., also, the 


pregnant “ifs” in the concluding paragraphs of Justice Brandeis’ dissent in the New 
State Ice case, 285 U.S. 262 (1932). 
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more wholesome, than what he had been able to forage out in the 
Jungle. Of course, at the request of State Law or Federal Com- 
mission or one or another of these meddlesome guards, he is al- 
ways having to put on gloves or shine his shoes or something of 
that sort, but whenever any of the orders becomes too onerous, 
and especially whenever they try cutting down on his rations, he 
“shows them a thing or two” by appealing to Justi. The latter 
evinces his good-will by adopting the elastic rule that whatever 
Railroad Business “reasonably” requires (but not, of course, what 
he thinks he requires) to keep him strong and fit, that shall he 
have.’ Consequently, already a giant, he grows and grows and 
grows. To speak truly, he gets fat and rather sluggish. Until one 
fine day an impudent pigmy slips slyly out of the Jungle and grabs 
some cake right out of Railroad Business’s hands and makes off 
with it. And this he does again, and again.* The name of this 
pigmy is Motor Transport Business. But all of this is getting 
ahead of the story—or rather synopsis. 

Meanwhile, Producer and Consumer, still undisillusioned about 
the advantages of having “their boys” boarding at home again, 
command State Law or Federal Law to fetch in others. spite 
vehement protests upon being compelled to give up **«': wild 


life in the Jungle, Water Supply Business,’ Stock Yards be siness,”” 
Gas Business," Street Railway Business,” Electricity Bwsiness,™ 


7 Ex parte Young, 209 U.S. 12B (1908); Minnesota Rate Cases, 230 U.S. 352 
(1913); U. Pacific Ry. v. N. Dakota, 236 U.S. 585 (1915); New England Divisions 
Case, 261 U.S. 184 (1923); Banton v. Belt Line Ry., 268 U.S. 413 (1925); O'Fallon 
Ry. v. U.S., 279 U.S. 461 (1929). 

® Motor Bus and Motor Truck Operation, Docket No. 18300, 140 I.C.C. 685 
(1928); Co-ordination of Motor Transportation, Docket No. 23400, 182 I.C.C. 263 
(1932). 

9 Spring Valley Water Works v. Schottler, 110 U.S. 347 (1884); San Diego Land Co. 
v. National City, 174 U.S. 739 (1899); Knoxville v. Water Co., 212 U.S. 1 (109) 

” Cotting v. Kansas City Stock Yards, 183 U.S. 79 (1901); Stafford v. Wallace, 258 
U.S. 495 (1922). 

™ Willcox v. Gas Co., 212 U.S. 29 (1909). Also, State v. Columbus Gas Co., 34 
Ohio St. 572 (1879); Des Moines Gas Co. v. Des Moines, 238 U.S. 153 (1915). 

™ Galveston Elec. Co. v. Galveston, 258 U.S. 388 (1922). Also, State v. Spokane 
Ry. Co., 19 Wash. 518 (1898); Detroit v. Sireet Railway, 184 U.S. 368 (1902). 

3 Jones v. North Ga. Elec. Co., 125 Ga. 618 (1906); Union Dry Goods Co. v. 
Georgia P. Serv. Co., 248 U.S. 372 (1919). 
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Telephone Business,“ Ferry Business,** Insurance Business,” 
Banking Business,” Pipe Line Business,“ Taxicab Business,” to 
mention no others, are collared by stern State Law and seated at 
the parental table. There each reaches at once for a sizable por- 
tion of the Maximum Product, and the unfortunate parents begin 
to think that they will do well if given an opportunity to “lick the 
platter” after each meal. 

But before the process of bringing the wandering sons into the 
Well-Ordered Economic System has proceeded quite to this stage 
Justi, consulting Due Process, decides to limit the traffic. Listen- 
ing to the cries of Packing Business,” Coal Business," Gasoline 
Business,?? Brokerage Business,” and Ice Business,™* he orders 
State Law to release these boys and let them return to the Jungle. 
The explanation given is that it is an “unreasonable and arbi- 
trary” interference with the private rights of these Businesses, 
contrary to the injunction of Due Process, for their parents to re- 
claim them. “But,” plead the parents, “they are our offspring, 
precisely as much and by the same token as all these other boys 
whom you have allowed to be brought in and seated at the table 
of Regulated Equilibrium. It looks to us as though Due Process 
were the ‘arbitrary’ creature. Who is that little hussy to tell us 
what we may or may not do with our own children?” Justi, play- 
ing safe, ignores the insult to his concubine and with pontifical 


“uC. & P. Telephone Co. v. Manning, 186 U.S. 238 (1902). Also, State v. Bell 
Telephone Co., 36 Ohio St. 296 (1880); Home Telephone Co. v. Los Angeles, 211 U.S. 
265 (1908). 

8 The Nassau, 188 Fed. 46 (1911). Writ of certiorari denied. City of N.Y. v. 
U.S., 223 U.S. 72 (1911). Nearhoff v. Washington, 134 Wash. 677 (1925). 

%6 German-Alliance Insurance Co. v. Kansas, 233 U.S. 389 (1914); O’Gorman v. 
Hartford Fire Ins. Co., 282 U.S. 251 (4931). 

1” Noble State Bank v. Haskell, 2190 U.S. 104 (1911). 

#8 Pipe Line Cases, 234 U.S. 548 (1914). 

% Terminal Taxicab Co. v. D. of C., 241 U.S. 252 (1916). 

» Wolff Packing Co. v. Kansas, 262 U.S. 522 (1923). 

* Dorchy v. Kansas, 264 U.S. 286 (1924). 

= Williams v. Standard Oil Co., 278 U.S. 418 (1929). 

%3 Tyson v. Banton, 273 U.S. 418 (1927); Ribnik v. McBride 277 U.S. 350 (1928). 

™% New State Ice Co. v. Liebmann, 285 U.S. 262 (1932). 
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solemnity and a straight face tells the parents that these Busi- 
nesses which cannot be compelled to come into Well-Ordered Eco- 
nomic System are “not affected with a public interest.’*> Pro- 
ducer and Consumer puzzle over this for a time. They observe 
that some of the boys released were giants and some pigmies, as 
also of both species were the boys brought under discipline. Some 
in each group were fat, moreover, and some lean; some lusty, 
thick-framed, hairy, and of dark complexion, others with opposite 
features. There seems to them to be no rhyme nor “reason” in the 
discrimination; but as Justi has said there is one and as they are 
becoming weaker and weaker from undernourishment, they keep 
silent. 

It is the boys “affected with a public interest” who raise a clam- 
or. They are continually appealing to State Commission for larg- 
er and larger slices of Maximum Product. Their appetites seem 
to have no bounds. If State Commission does not provide them 
with bigger “helpings,” they run to Justi. If Justi thinks it might 
make them sick, he may deny them what they seek.” For exam- 
ple, pie is not good for them.” Presently, however, Justi consents 
to let them have the filling, but not the crust.* And so it goes. 
Justi usually orders larger “portions” or richer fare to be served 
them, if they demand it.” State Law may then order State Com- 
mission to comply. State Commission, not having received any 
specifications of just how much “more” will be “reasonable,” 
issues new orders upon its own judgment. The boys then chal- 
lenge these orders as inadequate, and so new orders from Justi 

25 See Walton H. Hamilton, “Affectation with a Public Interest,” Yale Law Jour- 
nal, XX XTX (1930), 1089. 

* Railway & Power Co. v. Georgia, 262 U.S. 625 (1923); Public Service Co. v. 
St. Cloud, 265 U.S. 352 (1924); United Fuel Gas Co. v. R.R. Commiss., 278 U.S. 300 
(1929); Wabash Electric Co. v. Young, 287 U.S. 488 (1933). 

*” Knoxville v. Water Co., 212 U.S. 1 (1909); Willcox v. Consolidated Gas Co., 212 
U.S. 19 (1909). 

* Gas Co. v. Des Moines, 238 U.S. 153 (1915); McCardle v. Indianapolis Water 
Co., 272 U.S. 400 (1926). 

*” Gas Co. v. Cedar Rapids, 233 U.S. 655 (1912); Denver v. Union Water Co., 246 
U.S. 178 (1918); Gas & Elec. Co. v. Lincoln, 250 U.S. 256 (1919); Consolidated Gas 
Co. v. Newton, 258 U.S. 165 (1921); Electric Co. v. Galveston, 258 U.S. 388 (1922); 
Houston v. S. W. Bell Telephone Co., 259 U.S. 318 (1922); San Antonio v. Public 
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are invoked. It becomes quite bewildering. Indeed, the confusion 
of orders reaches such a pass that as the First Act closes Producer 
is heard to remark to Consumer in a chuckling undertone. “This 
is a Well-Ordered Economic System, all right.”” And Consumer, 
smiling faintly, replies, “Quite true! Our WOES!” 


Act II 


The “principles” having been definitely established (1) that 
Producer and Consumer may order such only of their own children 
brought home to Regulated Equilibrium in Well-Ordered Eco- 
nomic System as Justi sitting in judgment upon the “‘reasonable- 
ness” of their decisions chooses to sanction, and (2) that the dis- 
ciplinary and dietary measures adopted by Producer and Con- 
sumer for the restored offspring and the directions pursuant there- 
to given by the governesses, Federal Commission and State Com- 
mission, are likewise contingent upon the approval of their “rea- 
sonableness” by Justi—all this having been firmly settled, Justi 
now begins to realize that he has assumed a sizable responsibility. 
Moreover, Producer and Consumer reflecting upon their impo- 
tence, under these circumstances, to maintain parental authority 
and to secure, even, a decent living from the Maximum Product 
provided, after the “boys” have taken their share, resolve to 
limit their demands (which are in reality now requests for Justi’s 
permission) for the restoration of their children to those for whom 
they have an especial affection or who show themselves even more 
perverse, perfidious, and predatory than the ordinary run of in- 
habitants of the Jungle—thus jeopardizing all the others. Fur- 
thermore, they determine to erect a ban against the unsolicited 
infiltration of the motley aggregation of Businesses left out in the 
Jungle, who now observing the easy regimen and abundant fare 
of the Businesses “affected with a public interest,” who have 


Service Co., 255 U.S. 547 (1921); Bluefield Water Wks. v. West Virginia, 262 U.S. 679 
(1923); Brush Electric Co. v. Galveston, 262 U.S. 443 (1923); S. W. Bell Telephone 
Co. v. Missouri, 262 U.S. 276 (1923); Utilities Co. v. Ohio, 267 U.S. 359 (1925); Gas 
and Electric Co. v. San Francisco, 265 U.S. 403 (1924); McCardle v. Indianapolis 
Water Co. 272 U.S. 400 (1926); Patterson v. Mobile Gas Co., 271 U.S. 131 (1926); 
United Railways v. West, 280 U.S. 234 (1930); Smith v. Ill. Bell Telephone Co., 282 
U.S. 133 (1930). 
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taken Private Property for their spiritual bride and invoked the 
benign protection of Justi, are plainly to be seen casting envious 
regards upon their more fortunate brothers. 

Accordingly, Producer and Consumer order Federal Law and 
State Law to “post the premises.”’ This is done by the erection of 
numerous warning notices, called Anti-Trust Statutes, all along 
the border between the Jungle and Well-Ordered Economic Sys- 
tem.” Despite the penalties declared for trespassing, however, the 
Big Business species of the Jungle population pay slight attention 
to the posting. One of the first to disregard the warnings is a 
giant, called Sugar Business. He invades the Well-Ordered Eco- 
nomic System without any stealth whatever, nonchalantly draws 
up his chair at the table of Regulated Equilibrium, and prepares 
to carve himself a nice portion of Maximum Product without any 
ministration from the Commission governesses of any kind. Pro- 
ducer and Consumer, astonished at this impudence, order one of 
the guards, called Attorney General, to eject the intruder. This 
Attorney General attempts to do, but Sugar Business strenuously 
resists and, having observed the successful tactics of his big broth- 
ers already seated at the table, he appeals in a loud wail to Justi. 
Sugar Business claims that he, too, has taken Private Property for 
his spiritual bride and therefore is now exempt from the prohibi- 
tions of the Anti-Trust Statutes. This sounds reasonable to Justi 
so he orders Attorney General to release Sugar Business,** who 
forthwith resumes his place at the table. 

Thereupon, a great throng of giants from the Jungle troop over 
the boundary and seat themselves with loud huzzas and a quite 
uncivil jostling and boasting at the table, where they proceed to 
the feast.” There is no one even to challenge them. Producer and 
Consumer are indignant but as Consumer expresses it, with a ges- 

» Act of July 2, 1890; 26 U.S. Statutes at Large 209. 15 U.S. Code Sections 1-7. 
For summary of state anti-trust legislation, see Joseph E. Davies, Trust Laws and 
Unfair Competition (U.S. Department of Commerce, Bureau of Corporations, 1916), 
chap. iv; also, note: “A Collection and Survey of State Anti-Trust Laws,” Columbia 
Law Review, XXXII (February, 1932), 347. 

# U.S. v. E. C. Knight Co., 156 U.S. 1 (1895). 

3 See Myron W. Watkins, Industrial Combinations and Public Policy (Boston, 
1927), Appendix I. 
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ture of resignation, “What can one do?” Producer replies, glanc- 
ing furtively toward the Bench, “Indeed! What can’t one do—if 
one is Justi? Or one of these greedy brats!’’ But, as for protesting, 
they are too fully occupied in the vain endeavor to get a small 
scrap of Maximum Product from the platter which recedes far- 
ther and farther from their reach as the table is extended to ac- 
commodate the invading horde of the Big Business boys. Hence, 
some time passes while the riotous feasting of the Big Business 
boys goes on and Producer and Consumer grow thinner and thin- 
ner, and weaker and weaker. 

Suddenly out of the left wing struts a hero with a Big Stick. 
He calls himself Trust Buster. He asserts it was all a mistake: 
these Big Business boys seating themselves at the table of Regu- 
lated Equilibrium in defiance of the posted warning against tres- 
passers. Moreover, even if they are permitted to stay, they should 
be given, like their brothers “affected with a public interest,” a 
governess to prescribe their diet, see that they do not overeat. 
Modestly, he offers to serve in that capacity himself, if Producer 
and Consumer wish. That they do, they allow—better anything 
than this “feast or famine’’ experience, with the feast all along 
the sides of the table and the famine at both ends. Accordingly, 
Trust Buster appoints Corporation Bureau to watch the Big 
Business boys, report what they are eating, “appropriating for 
reserves,”’ etc.*3 Meanwhile, he begins a “free and easy” use of his 
Big Stick to induce a more submissive attitude, less unruly con- 
duct, among the boys. First he makes ready to swing it on one of 
the Big Business boys, called Holding Company. This fellow is 
somewhat of a monstrosity with one head and two bodies. Trust 
Buster wrathfully denounces the presence of such a giant at the 
table as contrary to the posted prohibitions of the Anti-Trust 
Statutes. He demands accordingly that he be decapitated and his 
two bodies be sent back at least to the edge of the Jungle (pro- 
vided they should survive the operation, which Holding Company 
maintains is doubtful), though not so far as to be beyond the 
surveillance of their governesses. Justi, not without some trepida- 
tion and hesitancy, finally orders the decapitation, on the ground 

4 Act of February 14, 1903. 32 U.S. Stat. at large 827. 





BUSINESS AND THE LAW 189 


that a giant with one head and two stomachs is really a menace to 
the Well-Ordered Economic System—not to mention to Producer 
and Consumer!* The first stroke of the Big Stick accomplishes the 
severance of Holding Company’s head. Miraculously the two 
bodies still live, however, and presently they are back at the table 
again. 

Next Trust Buster picks out a few Big Business boys who have 
been gorging themselves with least restraint and most unabashed 
greed, and tells them “to get to the Jungle out of here.”” The others 
he admonishes to be good; if they are not the Big Stick will be 
wielded upon them, too, and if they have any doubts about what 
amounts to “being good” these may be set at rest by consulting 
him. This the somewhat mollified Big Business boys do—to their 
advantage; they find Trust Buster less ferocious in action than in 
words.*s 

The first group is defiant, however. They laugh at the order to 
flee to the Jungle. No more of that life for them, they say; and 
they appeal to their protector, Justi, to humble this swash-buck- 
ling Trust Buster trying to make himself a hero in the eyes of 
Producer and Consumer. They remind Justi of how stalwartly he 
had defended Sugar Business from no less “arbitrary and un- 
reasonable molestation in the pursuit of his private rights and 
lawful interests.” But somehow these inspiring words do not have 
quite the same ring to Justi’s ears now. He is much impressed 
with the righteous indignation and savoir faire of the new hero, 
and he observes that Producer and Consumer are all excited about 
the “‘progressive”’ tactics of this chivalrous St. George. After some 
deliberation, therefore, Justi reluctantly decides to order the re- 
moval of Oil Business, Tobacco Business, and Explosives Busi- 
ness to the Jungle again.** He will make an example of them. 


4 U.S. v. Northern Securities Co., 193 U.S. 197 (1904). 

38 As shown, for example, in the U.S. Steel-Tennessee Coal & Iron episode. 
Concerning this, consult: Report on the Steel Industry, by U.S. Bureau of Corpora- 
tions (Washington, 1911); also, H. R. Seager and C. A. Gulick, Trust and Corpora- 
tion Problems (New York, 1929), c. xiii. 

% U.S. v. Standard Oil Co., 221 U.S. 1 (1911); U.S. v. American Tobacco Co., 221 
U.S. 106 (1911); U.S. v. E. I. Du Pont de Nemours & Co., 188 Fed. (one of Justi’s 
subordinates) 127 (1911). 
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They have exhibited an unseemly disrespect toward their parents. 
They have not even observed the etiquette of the Jungle. They 
have been not only carnivorous but cannibalistic, in fact distress- 
ingly savage. But worst of all, they have tried to deceive Justi. 
They set up that Private Property was their spiritual bride, where- 
as, he has discovered, that shameless wanton, Monopoly, has been 
the object of their spiritual courtship, all along. For these of- 
fenses—and more—Oil Business, Tobacco Business, and Explo- 
sives Business are sent back to the Jungle. But Justi is at pains to 
point out that it is only for their “unreasonable” conduct in 
achieving a place at the table of Regulated Equilibrium and in 
“regulating”? themselves after they got there, not the fact that 
they reached the table, much less the fact that they belong to the 
tribe of Big Business, for which he has condemned them. 

The action of Justi in these cases greatly heartens Producer and 
Consumer, but his words occasion them profound misgivings. 
Contrariwise, his action greatly disturbs the Big Business boys 
still hanging on to their places in the charmed circle of Regulated 
Equilibrium, but his words are reassuring to their sensitive ears. 
Producer and Consumer for their part, optimistically choosing 
to be encouraged more by the outcome than discouraged by the 
dicta, forthwith decide to undertake a great engineering project. 
They commission a skilled technician, called Trade Commission, 
to drain the Jungle and raise its level. For this job they equip him 
with some brand new tools, called Anti-Trust Amendments.’ In 
this manner they think to make the Jungle more habitable, and 
indeed entertain grandiose hopes of making the place so salubrious 
that it may scarcely be differentiated from Well-Ordered Eco- 
nomic System itself. Thereupon, they are persuaded, some of the 
Big Business boys, whose recent influx has made the table of 
Regulated Equilibrium so crowded and separated Producer and 
Consumer so far they can scarcely recognize each other, may vol- 
untarily decide to return to the Jungle. This will “relieve the pres- 
sure” all around, they observe. 

The Big Business boys, on the other hand, for their part decide 


3? Act of October 15, 1914, 38 Stat. at Large 730; 15 U.S. Code, sects. 12-27. Act 
of September 26, 1914, 38 Stat. at Large 717; 15 U.S. Code, sects. 41-51. 
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to “sit pretty,” as the saying goes, and wait to see what turns up. 
Things happen fairly swiftly, as expected, but alas not, at first, 
very decisively. Trust Buster follows Trust Buster, but there 
develops no great exodus of the Big Business boys from their 
places at the festival board. Some are ordered to go but are per- 
mitted to cut off their little toes and to send them off instead. 
Some “consent” to go, but most of these remain, for one reason or 
another.” Some are permitted to remain.’ Finally, Justi ends 
the uncertainty of the status of all these Big Business boys by 
giving positive assurance to Steel Business, the biggest of the lot, 
and Shoe Machinery Business, almost unique of his kind, that 
they may remain.“ No Attorney General shall disturb them, he 
thunders. In unequivocal terms he defends them against the 
charge of courting Monopoly, absolves them from all guilt in 
“crossing the border,” declares indeed that they had to do it or 
else sink from sight in the mire “over there,”’ and even extols them 
in effusive terms for their alleged contributions to the Maximum 
Product, the while not even inquiring into their deductions from 

% U.S. v. Reading Co., 226 U.S. 324 (1912); cf. however, for subsequent litiga- 
tion, ibid., 253 U.S. 26 (1920); U.S. v. Great Lakes Towing Co., 208 Fed. 733 (1913), 
217 Fed. 656 (1915); U.S. v. International Harvester Co., 214 Fed. 987 (1914); see 
also, The Federal Anti-Trust Laws with Amendments, List of Cases Instituted by the 
United States, U.S. Department of Justice, December 31, 1930, p. 117; U.S. v. Corn 
Products Refining Co., 234 Fed. 964 (1916); U.S. v. Eastman Kodak Co., 226 Fed. 
62 (1915); see also, ‘‘List of Cases,” op. cit., p. 126. 

%» U.S. v. General Electric Co., petition filed March 3, 1911, and decree entered 
October 12, 1911, in C.C., N.D. of Ohio, see “List of Cases,” op. cit., p. 107; U.S. v. 
Patterson (National Cash Register Co.), 201 Fed. 697 (1913), 222 Fed. 599 (1915); 
see also, U.S. v. National Cash Register Co., “List of Cases,” op. cit., p. 113; U.S. 
v. Victor Talking Machine Co., petition filed and decree entered May 3, 1918, in S.D. 
of N.Y.; see “List of Cases,” op. cit., p. 147; U.S. v. Aluminum Co. of America, 
petition filed May 16, 1912, and decree entered June 7, 1912, in D.C., W.D. of Pa.; 
see “List of Cases,” op. cit., p. 55. U.S. v. Burroughs Adding Machine Co., petition 
filed and decree entered March 3, 1913, in D.C., E.D. of Mich.; see “List of Cases,” 
op. cit., p. 125; U.S. v. American Coal Products Co., petition filed March 3, 1913, 
and decree entered March 4, 1913, in D.C., S.D. of N.Y.; see “List of Cases,” op. 
cit., p. 125. 

# U.S. v. Quaker Oats Co., 232 Fed. 499 (1916); U.S. v. Keystone Watch Case Co., 
218 Fed. 502 (1915); U.S. v. American Can Co., 230 Fed. 859 (1916); 234 Fed. 
101g (1916). 

# U.S. v. U.S. Steel Corp., 251 U.S. 417 (1920); U.S. v. United Shoe Machinery 
Co., 247 U.S. 32 (1918). 
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it. As for the charge that they are big, that their very size is a 
menace, particularly to Producer and Consumer being crowded 
farther and farther from the center of the table, Justi dismisses 
this with a blunt and (in tone) quite convincing: “Size is no of- 
fense.” Thus is Justi’s “rule of reason” confirmed. It has now 
become quite baldly and quite unblushingly the rule of Justi’s 
reason. 

Great pains are taken in a series of solemn pronouncements to 
make it plain that the “reasonableness” required of Big Business 
boys by Justi, as a condition of his continued toleration, protec- 
tion, and good-will is not that they shall retain any of the “com- 
petitive” earmarks or traces of their youthful sojourn in the 
Jungle (that they will lose such traits is taken for granted), nor 
that they shall exhibit more than a certain sophistication and a 
minimum of civility (which is to say cool indifference) in their 
relations to their parents, but above all that they must forsake the 
practice of cannibalism. Once they have reached the table of 
Regulated Equilibrium there is no longer need for this antiquated 
custom, says Justi, and it should be abandoned—except perhaps 
occasionally, when the Big Business can show that he wants the 
little brothers whom he reaches over into the Jungle and grabs, not 
to satisfy his own appetite, but only to add to the Maximum 
Product! This distinction is a plain one, of course, and is especially 
marked from the standpoint of the little businesses. This is a 
great triumph for Justi, since it makes his policy—the rule of 
(his) reason—so crystalline clear. 

In these circumstances the Big Business boys obviously have 
no longer much to fear either from an annoying Trust Buster or 
from the pestiferous little brothers over in the Jungle. The Big 
Business boys and they alone, thus far, have been permitted to 
join the giants and pigmies “affected with a public interest” at 
the table of Regulated Equilibrium. They are delighted with this 
arrangement, and duly grateful to Justi for his benign solicitude— 
for them. His rule of reason—tempered with his faulty eyesight, 
which prevents him from seeing the size of the slices they are 
busily engaged in carving out of the Maximum Product—is even 
more divine than that of the Invisible Hand of Free Competition, 
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who still hovers over the scene but whose lineaments grow ever 
more ghostly and whose Hand appears now quite atrophied. 

The next development is not unexpected. It is fateful, in terms 
of the classic drama. There is a rush of Big Business boys, now 
sometimes called Mergers, out of the Jungle. Indeed, for about 
ten years (ten minutes in the play will suffice) they literally swarm 
into Well-Ordered Economic System and push their way forward 
to find advantageous places at the table of Regulated Equilibrium. 
Producer and Consumer are thus thrust farther and farther apart 
and their plates at every meal become steadily more nearly bare. 
They are glad now to get a few crumbs. Contemplating their pit- 
tances in contrast to the plenty on the platter of Maximum Prod- 
uct, and reflecting on the enthusiastic hopes with which they had 
welcomed the first Trust Buster, disillusionment and despair en- 
velop them. In a weak voice, scarcely audible, says Consumer to 
Producer, “I wonder how our engineering project is developing. 
Has Trade Commission succeeded in draining the Jungle? Has 
he raised the plane upon which the little businesses carry on their 
playful rivalry?”’ Dejectedly Producer replies, ““Not so you could 
notice it, from this distance. He seems to content himself with 


putting up ‘Keep Off’ signs on one slough or another and warn- 
ing the boys when they get close to the brink to run away.“ But 
what of it? That only makes a safer playground for the Business 
boys; it doesn’t fill our plates—so far as I can see.” Consumer: 
“That’s no more than I expected. I was only wondering if the im- 
proved playground for Business might not make a good burying- 
ground for us.” 


Act II 


The population of the Jungle now consists predominantly, if 
not exclusively, of pigmies. These little Businesses look enviously 
upon their big brothers proudly strutting about in the Well- 
Ordered Economic System and at meal time gluttonously grab- 
bing whatever they can lay hands upon at the table of Regulated 

# See Willard L. Thorp, ‘The Persistence of the Merger Movement,” American 
Economic Review, XXI, No. 1 (March, 1931), 77. 

« “An Appraisal of the Work of the Federal Trade Commission,” Columbia Law 
Review, XXXII (1932), 272. 
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Equilibrium. The little fellows counsel together and decide they 
will see if they, too, cannot evade the frontier guards and join 
the feast. The first strategy tried is to form an acrobatic pyramid. 
It is something of a circus stunt. The several pigmies, called Cast 
Iron Pipe Business, closely locked together form a sort of agglom- 
erative body roughly resembling a giant, but the manifold indi- 
vidual shapes of the constituent members are not concealed. 
Justi is not deceived by this trick, however.*4 He sees at once that 
this is not a genuine Big Business but only a crude imitation, 
properly denominated an Auction Pool. He orders the acrobatic 
pigmies to disentangle themselves and to scurry back to the Jun- 
gle where they belong. 

The next strategy tried is to form a huddle under a large cloak, 
resembling the garb of the Business giants. Only one head pro- 
trudes from the collar of the cloak, and the whole group of pigmies 
thereby address strangers with one voice. This is a favorite ruse 
for some time. Successively the pigmies called Coal Business, 
Wooden-Ware Business, Paper Business, and Window Glass Busi- 
ness, to mention only a few, congregate into a compact huddle 
and, throwing over themselves the cloak of a Joint Selling Agency, 
advance as nonchalantly as may be, if a little cumbrously, towards 
the Well-Ordered Economic System.‘ But Justi has an eagle eye 
for this ruse, and in any case it is not difficult to distinguish the 
huddle from the giant. The former lacks the stature (financial) of 
the latter, even though it may wear the same kind of (corporation) 
cloak. With a dramatic gesture of triumphant wit, therefore, 
Justi pulls off the cloak from these huddles whenever they come 
sidling over the border and with a resounding thwack shoves the 
unmasked pigmies back into the bogs and thickets. 

Another strategy tried is calied Going Forward While Looking 
Backward. The procedure here is for a number of pigmies belong- 
ing to the same tribe, e.g., the Tile and Mantle Business, simul- 

“ U.S. v. Addyston Pipe and Steel Co., 175 U.S. 211 (189¢); see also, U.S. v 
Swift & Co., 196 U.S. 375 (1905). 

4S Chesapeake and Ohio Fuel Co. v. U.S., 115 Fed. 610 (1902); (see also, U.S. v. 
Jellico Mt. Coal Co., 46 Fed. 432 [1891]); Cravens v. Carter-Crume Co., 92 Fed. 479 


(1899); U.S. v. General Paper Co., “List of Cases,” op. cit. (1906), p. 92; U.S. v. 
Imperial Window Glass Co., “List of Cases,” op. cit. (1910), p. 104. 
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taneously to start walking backward toward the forbidden land 
just as though they were unaware of the direction in which they 
were going. At the same time they pretend to be under a wither- 
ing fire from some hidden enemies in the Jungle, to which they 
of course respond with appropriate and not less deadly ammuni- 
tion. This gives the sortie the aspect of a purely defensive maneu- 
ver, and is intended, of course, to enlist Justi’s friendly sympathy, 
thus enabling the embattled forces to reach their objective—a 
secure place at the table of Regulated Equilibrium. But the pig- 
mies trying this maneuver never get that far. Justi is particularly 
enraged over having the peace and order of his Economic System 
disturbed by these belligerent, even if prudentially and defensive- 
ly belligerent, tactics. He denounces them with gusto and an un- 
common heat whenever they come under his observation, as they 
do, nevertheless, not infrequently.” 

A fourth strategy tried is to wait for a downpour of infringe- 
ment litigation and then sally forth from the Jungle under a broad 
patent umbrella. The idea behind this ruse is that Justi can 
scarcely be hard-hearted enough to force all of the pigmies col- 
lected under the shelter of an umbrella, to which each has con- 
tributed a rib, to fold up the handy contraption and take a drench- 
ing. This is indeed a crafty trick for besides counting upon ordi- 
nary humanitarian motives in Justi’s breast, which should make 
him reluctant to compel even a pigmy to undergo the risk of “tak- 
ing his death o’ cold,” it enlists his well-known partiality for 
patentees. Why should they, who had been invited into the Well- 
Ordered Economic System by the Fathers of the Constitution, be 
forced back into the Jungle? In truth, this argument profoundly 
impresses Justi, so much so that he permits to come in under this 
patent umbrella device the pigmies of the Agricultural Implement 
Business tribe,” as well as some rather good-sized giants of the 

* U.S. v. Eastern Lumber Dealers’ Ass’n., 234 U.S. 600 (1914); U.S. v. So. Whole- 
sale Grocers’ Ass’n., 207 Fed. 434 (1916); So. Hardware Jobbers’ Ass’n. v. F.TL. 
290 Fed. 773 (1923); Binderup v. Pathe Exchange, 263 U.S. 291 (1923); Wholesale 
Grocers’ Ass’n. v. F.T.C., 18 Fed. (2d) 866 (1927); cert. denied, 275 U.S. 533 (1927); 


U.S. v. First Nat'l Pictures, 282 U.S. 44 (1931); Paramount-Famous-Lasky v. U.S., 
282 U.S. 30 (1931); Story Parchment Co. v. Paterson Paper Co., 282 U.S. 555 (1931). 


“” Bement v. National Harrow Co., 186 U.S. 70 (1902). 
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clan called Shoe Machinery Business,“ not to mention a group of 
full-grown giants of the Oil Business breed who had previously 
bsen ejected from the Well-Ordered Economic System “for good 
and sufficient reason.’ However, when two other groups of pig- 
mies belonging respectively to the Bathtub Business tribe and 
the Bumper Business tribe try the same ruse, except that instead 
of advancing under a broad umbrella they try to get in under a 
diminutive parasol-like device (a la Beatrice Lillie on parade), 
Justi tears the make-shift patent parasol from their hands and 
orders them back into the Jungle.” 

Thus no strategy for getting over the border seems to be wholly 
reliable for the pigmy Businesses, and they continue to counsel to- 
gether upon ways and means of slipping through the frontier 
guard. Another maneuver devised for this purpose is to persuade 
one of the Big Business brothers already in the Well-Ordered 
System to back up to the border, or else to have one of the good- 
sized Businesses still in the Jungle take the lead, and then set out 
straight for the table with a whole throng of little Businesses 
hanging on to his coat-tails. This strategy is called Resale Price 
Maintenance, but it never succeeds in landing any of the pigmy 
tribes at the table, despite repeated attempts." Justi is “dead-set 
against it,” as the saying goes. 

Still a sixth strategy is known as that of Innocent Pilgrims 
Looking Heavenward. In this maneuver a group of pigmies form 
themselves into a band and with devout mien and measured step 
they set out over the border. They carry their own Canterbury 


# U.S. v. Winslow, 227 U.S. 202 (1913). 

#” Standard Oil Co. v. U.S., 283 U.S. 163 (1931). 

%® Standard Sanitary Mfg. Co. v. U.S., 226 U.S. 20 (1912); U.S. v. Discher, 255 
Fed. 719 (1919). 

Ss Dr. Miles Medical Co. v. Park & Sons, 220 U.S. 373 (1911); Bauer v. O'Donnel, 
229 U.S. 1 (1913); Strauss v. Victor Talking Mach. Co., 243 U.S. 490 (1917); Boston 
Store v. Graphophone Co., 246 U.S. 8 (1918); U.S. v. A. Schrader’s Son, 252 U.S. 85 
(1920); Frey v. Cudahy Co., 256 U.S. 208 (1921); Beech-Nut Co. v. Fed. Trade Com- 
miss., 257 U.S. 441 (1922); Butterick Co. v. Fed. Trade Commiss., 4 Fed. (2d) g10 
(1925); cert. denied, 267 U.S. 602 (1925); Hill Bros. v. Fed. Trade Commiss., 9 Fed. 
(2d) 485 (1926); Shakespeare Co. v. Fed. Trade Commiss., 50 Fed. (2d) 758 (1931); 
cf., however, U.S. v. Colgate & Co., 250 U.S. 300 (1919). 
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Tales* under their arms and with eyes aloft and hands clasped 
behind their backs the pilgrimage is calculated to be truly an 
impressive spectacle. But it does not soften Justi’s heart. “Pig- 
mies are pigmies, even when they become pilgrims,” Justi de- 
clares, “and so long as the Anti-Trust Statutes are posted all over 
the place I must do my duty.” Accordingly, he orders the Hard- 
wood Business pigmies and the Linseed Oil Business pigmies 
ejected when they come strolling into the System.® A little later, 
however, a group of pigmies belonging to the Cement Business 
tribe** and another of the Maple Flooring Business clan®’ try the 
same ruse, and this time, mirabile dictu, it works! Justi permits 
these little businesses to stay in the Well-Ordered Economic Sys- 
tem, but only on the strict condition that they must not seat 
themselves at the table of Regulated Equilibrium. He wants it 
distinctly understood that that is no place for a motley band of 
pigmies, even if they be devout pilgrims.* 

There are several other types of strategy successively employed 
by the pariah pigmies. One is called the Racket strategy and con- 
sists of making such a stench that, it is hoped, Justi will turn his 
head in disgust and the racketeers may steal over to the table. 
But it does not work.” Another is predicated upon Justi’s be- 


# Arthur J. Eddy, The New Competition (New York, 1912). 

3 U.S. v. Amer. Column & Lumber Co., 257 U.S. 377 (1921); U.S. v. American 
Linseed Oil Co., 262 U.S. 371 (1923). 

3 Cement Manufacturers’ Protective Ass’n. v. U.S., 268 U.S. 588 (1925). 

5s Maple Flooring Manufacturers’ Ass'n. v. U.S., 268 U.S. 563 (1925). 

% See also, Fed. Trade Commiss. v. Pacific Paper Trade Ass’n., 273 U.S. 52 
(1927). 

37 U.S. v. Brims, 272 U.S. 549 (1926). Cf., Indusirial Ass’n. v. U.S. 268 U.S. 64 
(1925), in which interstate commerce was held not materially, or directly, affected. 
Live Poultry Dealers’ Ass'n. v. U.S., 298 Fed. 139 (1924); Ibid., 4 Fed. (2d) 840 
(1924); U.S. v. Greater N.Y. Live Poultry Dealers’ Ass’n., 30 Fed. (2d) 939 (1928); 
Ibid., 33 Fed. (2d) 1005 (1929); Ibid., 34 Fed. (2d) 967 (1929); Ibid., 47 Fed. (2d) 
156 (1931); Zbid., cert. denied, 51 Sup. Ct. Rep. 486 (1931); see also, People v. Baff, 
166 N.Y. Supp. 136 (1917); a petition in equity against this same group was 4iled in 
D.C., S.D. of N.Y., Feb. 7, 1930. This case went to trial on November 15, 1931, 
and a decree adverse to the defendants (save 2) was entered on December 5, 1931 
(“List of Cases,” op. cit., p. 217); appeal pending before U.S. Supreme Court; argu- 
ments heard April 24, 1933 (see N.Y. Times, April 25, 1933, p. 18, col. 6). 
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nign charity toward the aged and decrepit. This does work. Justi 
weeps copiously and the tears so hamper his vision that he does 
not observe a Big Business bad boy slinking into the forbidden 
land behind the backs of a group of senile, old pigmies of the same 
Window Glass Business tribe.* 

The cumulative frustration represented by the repeated failures 
of these, as they believe, adroit attempts to secure admission to 
the Well-Ordered Economic System, and particularly to reach the 
table of Regulated Equilibrium, finally leads some of the pigmies 
to exasperation. The little fellows of the Sanitary Pottery Busi- 
ness tribe, in desperation, determine to make a bold march, with- 
out any pretense, directly into the forbidden territory.” But 
Justi is neither nonplussed nor overawed. With cool dignity and 
great patience he explains to them that their action is not “rea- 
sonable,” that therefore it violates the law, as he has more than 
once before told them. They retort that he has found it “reason- 
able” for the Big Business boys to do just what they are attempt- 
ing.” “But that is different,” says Justi, in a tone of finality, and 
terminates the proceedings abruptly with a solemn warning to the 
offenders to “return to the Jungle and be good little boys.” 

The sense of frustration weighs even more heavily on the pig- 
mies, now, and they take common counsel on what stratagem 
still lies open to them. Some are strongly in favor of trying to 
persuade Producer and Consumer to repeal the statutes. This sug- 
gestion is laughed down. “Where have you been living all these 
years?” inquire the skeptics of those who advance this proposal. 
“Do you imagine Producer and Consumer still have something 
to say about what is the law? Have you never heard of Justi’s 
‘Rule of Reason,’ or of his bastard concubine Due Process? Why 
bother about what the statutes state? If Justi finds them ‘reason- 

8 National Ass’n. of Window Glass Manufacturers v. U.S., 263 U.S. 403 (1923)- 

8 U.S. v. Trenton Potteries, 273 U.S. 392 (1927). 

® For an exposition of the argument along this line in behalf of the associative 
action of independent enterprises, see L. L. Jaffe and M. O. Tobriner, ‘The Legality 
of Price Fixing Agreements” by Harvard Law Review, XLV (May, 1932), 1164. 

& The illegitimacy of his mistress has never been acknowledged by Justi, but 


her questionable lineage is traced by Mr. Max Lerner, inter alia, in the article upon 
, The Supreme Court and American Capitalism,” cit. supra. 
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able,’ they are law; if he finds them ‘unreasonable’ they go into 
the discard. Our only chance is in making Justi change his mind, 
or reason.’’ Someone suggests that he seems to be getting weary, 
and perhaps they can wear down his opposition. “We've been 
trying that for forty years,’”’ another pipes up, “‘and here we are 
right where we started.” They all reflect on this disconsolately. 
Suddenly another pigmy has a bright idea. “Why not combine the 
best features of some of our previous stratagems?” 

This suggestion appeals to a number of the pigmies and after 
some discussion of their past experience they finally decide to in- 
corporate in one maneuver the least “unreasonable” features of 
the acrobatic stunt, the huddle with a cloak, the device of Inno- 
cent Pilgrims Looking Heavenward, and that of the Old and De- 
crepit Seeking a Safe Home. No sooner said than done, with these 
resourceful but not very sanguine little Business boys. They select 
the Coal Business pigmies as the ones to make the experiment, 
not because they have any special qualifications under the third 
heading, rather, despite what might appear to be serious disquali- 
fications on that score,” but because they meet the requirements 
in respect to the adaptation of the last-mentioned maneuver ex- 
ceptionally well. They are not quite senile but they are mature, 
and it is a matter of notoriety that they have been badly battered 
and buffeted of recent years by the aggressive young businesses of 
the Petroleum and the Electricity tribes. Presently the chosen 
members of the expedition are trained for their acrobatic parts, a 
large cloak is ready with ample folds, and a quite innocent-looking 
“head” has been found with soulful eyes practiced in moon-gazing 
and with a most mellifluous voice. The completed outfit, called 
Appalachian, has not a few points of similarity to the Trojan 
Horse. And not unlike that classic steed it proves to be the in- 
strument of a successful ruse. 

& See U.S. v. Jellico Mt. Coal Co., 46 Fed. 432 (1891); ibid., 76 Fed. 895 (1891); 
Chesapeake & Ohio Fuel Co. v. U.S., 115 Fed. 610 (1902); Union Pacific Coal Co. v. 
U.S., 173 Fed. 737 (1909); U.S. v. Lake Shore & M.S. Ry., 203 Fed. 295 (1912); U.S. 
v. Aileen Coal Co., “List of Cases,” op. cit., p. 138; U.S. v. Algoma Coal Co., “‘List 
of Cases,” op. cit., p. 138; U.S. v. Baker-Whitely Coal Co., “List of Cases,” op. cit., 
p. 139. The foregoing cases relate to the bituminous branch of the coal industry. 


For the anthracite branch, see: Note, “Judicial History of the Anthracite Monop- 
oly,” Yale Law Journal, XLI (1932), 439. 
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Advancing over the border slowly and cautiously, but without 
the slightest suggestion of stealth, it is at once challenged by one 
of the guards marshaled along the frontier by Attorney General. 
He inquires what this Jungle beast is doing in the Well-Ordered 
Economic System. The “head” replies that it is not a Jungle 
beast at all, but a new kind of Big Business coming to take its 
place at the table of Regulated Equilibrium. “And just consider,” 
it adds, with a look of injured innocence, “how much I have suf- 
fered in that chaotic Jungle, where I do not belong, what an un- 
dernourished body I have beneath this fine caparison, which I 
have just now thrown over my emaciated skeleton as a garb more 
fitting to a resident in the Well-Ordered Economic System, how 
strong and sinewy I shall become, living at the table, how much 
more work I can then do, how docile and dutiful I shall be. But, 
above all, kind sir, I beg you to bear in mind my devotion to Free 
Competition. She is, indeed, if you must know, though we had 
planned to keep it a secret, my betrothed. Oh! I pray you, sir, do 
not separate me from my beloved, from my spiritual bride—the 
lovely Free Competition!” So speaking, the “head’’ turns its 
glance Heavenward and, fixing its gaze resolutely upon the wraith 
of its spiritual bride, permits the guard to lead it before the 
Bench. 

Despite these fine protestations of innocence and pietistic de- 
votion, Justi at first regards the disjointed behemoth with some 
misgivings, bordering on skepticism.® But as it prances back and 
forth in front of him, in judicial horse-play, a growing appreciation 
of the artfulness of the creature can be observed. Moreover, as 
Justi never leaves his Bench, perched on the little eminence, he is 
not in position to give the thing a close examination; and in any 
case Justi is no David Harum. So he finally pronounces Appala- 
chian “reasonable,” and the Coal Business pigmies inside let out 
a joyous whoop, in their exultation almost forgetting that it is an 
essential part of the maneuver that they speak with one voice. 
But quickly they remember that this is “a business proposition,” 
after all, and forthwith Appalachian draws up a chair to the table of 

& U.S. v. Appalachian Coals, Inc., 1 Fed. Supp. 339 (1932). 

% Appalachian Coals, Inc. v. U.S., 288 U.S. 344 (1933). 
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Regulated Equilibrium and prepares to help itself to a generous 
portion of the Maximum Product. Thereupon all the pigmies of 
the Lumber Business, the Paper Business, the Copper Business, 
the Glass Business, and, indeed, all of the inhabitants of the Jun- 
gle except the members of an inferior breed, called dwarf pigmies, 
come galloping over to the left side of the stage, using the same 
ruse. The Jungle shrinks to a narrow strip and the table is ex- 
tended to accommodate all these new recruits to the Well-Ordered 
Economic System and the benevolent protection of Justi. The 
ends of the table disappear in the wings, Producer and Consumer 
being crowded off stage. Thence come plaintive, almost inaudible, 
pleadings, “If it please Your Supreme Highness, where do we come 
in—or get off?” Justi, not quite hearing all of the question, re- 
plies: “You may not come in! Don’t you see that I am very, 
very busy? I have my hands full in trying to work out a division 
of the meager Maximum Product so as to provide a ‘fair and rea- 
sonable’ portion for each of these Businesses. To keep them satis- 
fied engages all of my time, energy, and patience. So run along 
with you! And don’t complain, for you might disturb Business. 


Justi’s will be done!” 
Curtain 
Myron W. WATKINS 
New York UNIVERSITY 











INFLATION AND ENTERPRISE IN FRANCE, 1919-26" 


I. THE PROBLEM 


URING the post-war inflations in Europe a hypothesis 
was advanced which held that inflation was a dangerous 
evil for the business man, for, in periods of rapidly ad- 

vancing prices, enterprisers continued to sell their products on 
the basis of cost of production or acquisition and failed to take 
sufficient account of the cost of replacing the goods sold. This 
was due to a failure to understand the meaning of “inflation’’; 
books of account tended to show a larger profit than was actually 
the case; and even if the business man understood clearly the 
necessity for pricing on a basis of replacement costs, competition 
often rendered this impossible. Inflation thus tended to destroy 
the working capital of the enterprise, for the proceeds of sales 
failed to provide sufficient funds to restock the same amount of 
merchandise as had been sold; the sphere of activity of the busi- 
ness was restricted, and recourse was had to new issues of stocks 
and bonds to replenish the lost working capital. The Germans 
dubbed this phenomenon A usverkauf; and the French, la perte de 
substance. 

This hypothesis is indeed most seductive. Unfortunately, those 

* Acknowledgments.—The materials for this study were gathered in Paris while on 
a fellowship granted by the Social Science Research Council during the years 1927- 
29. The assistance of two exceptionally able graduate students of the University of 


Illinois, the late Miss Vera Vicek and Mr. W. E. Folz, is gratefully acknowledged 
for much of the statistical work involved and for many helpful suggestions. 

2 This general theme has been developed by a large number of recent authors. 
For the German post-war inflation see A. Fourgeaud, La dépréciation et la revalorisa- 
tion du mark allemand (Paris: Payot, 1926), pp. 27-58; and also G. Giustiniani, Le 
commerce et Vindustrie devant la dépréciation et la stabilisation monétaire; l’ expérience 
allemande (Paris: Librairie Félix Alcan, 1927), pp. 66-75 and 107-19, who gives a 
mathematical development of the hypothesis. A good exposition of it for the French 
experience is given by L. Beaupére, Les troubles monétaires et la vie des entreprises 
(Paris: Jouve & Cie, 1927), pp. 19-68; M. Pitois, Les augmentations de capital dans 
les sociétés anonymes depuis 1914 (Paris: Librairie de Jurisprudence Ancienne et 
Moderne, 1926), pp. 36-39; P. C. Raffegeau and A. Lacout, Etablissement des 
bilans-or (Paris: Payot, 1926), pp. 34-43. 
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authors who are responsible for its vogue have made no complete 
study of the facts and so it has not as yet been verified. This 
study proposes to discover to what extent it found application in 
the French inflation of the period 1919-26 and to investigate 
quantitatively some of the effects of this inflation upon the finan- 
cial situation of French business enterprises. 


Il. THE METHOD 


The data upon which this investigation is based were obtained 
from the financial statements—balance sheets and profit-and-loss 
accounts—of thirty-three French corporations (sociéiés ano- 
nymes). These statements cover, for each firm, the period 1919-26; 
thus two hundred and sixty-four financial statements were 
analyzed. The steps involved in obtaining these data may be 
summarized as follows: choice of the period covered; selection of 


3 Giustiniani (0. cit., pp. 65-75 and 107-9) has attempted to verify this theory. 
The general tenor of M. Giustiniani’s argument, which is based upon a study of the 
balance sheets of 3,447 German firms, is that since so many enterprises found it 
necessary to float large issues of stocks and bonds during the period, it is manifest 
that the need for additional working capital was felt. Unfortunately, this argument 
is not conclusive. M. Giustiniani presumes that bonds were issued largely for the 
creation of new plant and equipment and stocks for additional liquid funds. The 
truth of the matter is that bonds were sold as long as the public would accept them 
and that later it became necessary to refinance through the use of stocks. It is a 
well-known fact, further, that frequently the proceeds of the issues of both bonds 
and stocks were used in Germany to finance additions to plants and to replace obso- 
lete equipment. Many French enterprises sold large quantities of bonds and stocks 
and some of the proceeds were used for the purpose of creating a new plant. Pitois 
(op. cit., pp. 27-67) analyzes the causes for the issue of securities by French enter- 
prises during the period of inflation. Among other reasons M. Pitois cites: to replace 
obsolete equipment, to adapt the enterprise to the post-war market, to replace 
capital in the devastated regions, to increase the productive capacities of enterprises 
to meet an expanding market, to concentrate and consolidate some of the firms, to 
build up depleted working capital, to incorporate reserves in the capital structure, to 
refinance or make changes in the capital accounts. The fact that enterprises seek 
additional capital on the security markets, therefore, may create a presumption 
in favor of the hypothesis which M. Giustiniani sustains, but it cannot be said to 
establish it definitely. This can be done only by proceeding to an analysis of working 
capital itself from year to year. M. Giustiniani thought it sufficient to compute the 
percentage of capital at the end of inflation as compared with it at the beginning 
and did not take into account its detailed movement during the period. Had a more 
complete analysis of the financial statements been made, M. Giustiniani might 
possibly have been led to modify his conclusions. 
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the corporations to be studied; the technique of the analysis, in- 
cluding the elimination of unnecessary items from the statements, 
the calculation and reduction of the figures to a standard form, 
the determination of the purchasing power of the various items, 
the transformation of the raw figures into index numbers, group- 
ing and averaging. 

Strictly speaking, the period of inflation may be said to cover 
the period from the outbreak of the war in 1914 to December, 
1926, when inflation came to an abrupt end. The period 1914-18 
was not included in this study because France at this time, en- 
gaged in the pursuit of the war, fixed prices, regulated business, 
and found herself with a restricted market for goods. Under these 
circumstances the effects of inflation cannot be segregated and 
determined. 

The choice of the corporations to be investigated offered some 
difficulties. The selection was limited by the fact that it was 
difficult to secure consecutive balance sheets for the entire period 
under study for all the corporations whose importance merited 
consideration. Then, too, the corporation is not nearly as widely 
used in France as in the United States, and other types of firms— 
joint stock companies (sociélés en commandite), partnerships 
(sociétés en nom collectif)—are not required to publish financial 
statements.‘ 

The next step after gaining possession of the statements was to 
segregate the significant items and to reduce them to standard 
form. For each corporation the following data were collected and 
computed: net working capital (total working-capital assets 
minus total working-capital liabilities) , the current ratio (working- 
capital liabilities divided by working-capital assets), plant and 
equipment, depreciation and reserves, capital stock, bonded in- 
debtedness, total capital (stock plus bonds), net profits, and per- 
centage of annual profits paid out in dividends. The total work- 
ing-capital assets and liabilities were then divided into their com- 
ponent parts of inventory, accounts receivable, notes receivable, 

4 The financial statements were obtained from the Société d’Etudes et de Sta- 


tistiques Financiéres, 31 Rue de Rome, Paris. This house maintains a general 
financial information service of a high caliber. 
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portfolio, cash on hand and in banks, accounts payable, notes 
payable, and sums due banks. 

Since all of the records were cast in terms of paper francs, it 
was necessary to reduce some of the accounts to their real value 
or purchasing power. Because prices were rising in France, some 
of the items on the statements show increasing amounts from 
year to year. These nominal increases may conceal losses, and 
this will generally be the case when the movement of the sums re- 
corded on the statements fails to keep pace with the general rise 
in prices. The following items on each statement were deflated 
by dividing by the official French index of wholesale prices given 
in Table XXIII: net working capital, depreciation and reserves, 
and net profits. 

It was found more convenient to express certain elements in 
terms of percentages rather than as absolute figures. The current 
ratio is given in this manner. The several components of working- 
capital assets—inventory, accounts receivable, notes receivable, 
portfolio, cash on hand and in banks—were all calculated as per- 
centages of the total working-capital assets. Accounts payable, 
notes payable, and sums due to banks were computed as per- 
centages of the total working-capital liabilities. Since no signifi- 
cant results can be obtained from a deflation of the capital stock 
and bonds and plant and equipment, they are not given in terms 
of purchasing power. 

With the exception of the percentages, all the figures, nominal 
and deflated values, on the statements were then made into index 
numbers. This was done in order to give each corporation the 
same unitary value in averaging. This method has also the ad- 
vantage of facilitating comparisons between the various firms and 
groups of firms; it shows the results more clearly and makes the 
material more convenient to handle. The procedure followed at 
this point was to take each item for the years 1919-26 and to 
compute its average for the period. This average for the whole 
period was then used as a base and the figure for each year cal- 
culated as a percentage of this base. Thus the annual values of 
the accounts for each corporation are given not in absolute figures 
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but as percentages of the average value of the figure for the entire 
eight years. 

Inasmuch as the object of this study is to examine general re- 
sults and tendencies, the thirty-three corporations were not sep- 
arately analyzed, but were grouped into the following seven types 
of business activities: automobile industry, tool and machine in- 
dustry, iron and steel plants, coal mines, textile industry, chemical 
industry, and department stores. The results of this study apply 
to specific industries rather than to individual corporations. The 
group averages were calculated by adding the figures for each ac- 
count and for each year of the individual corporations allocated to 
a group and then dividing these totals by the number of corpora- 
tions included. The averages are unweighted, since no satisfac- 
tory method of weighting could be found. 


Ill. THE RESULTS 


Before proceeding to an examination of the materials of this 
analysis, it will be well to study the general effects of inflation 
upon wholesale prices in France. Chart I shows the movement of 
the index of French wholesale prices, base 1913, published by the 
Statistique Générale de la France.s 

This chart shows a rapid rise in trend during the period; the 
monthly increment, where a straight-line trend calculated by the 
method of least squares was used, is 3.11. It can be seen that 
the general movement of these prices does not conform to an 
exponential law as some authors maintain is the case during peri- 
ods of violent inflation.’ A parabolic curve would describe its 
trend more exactly. The chart shows further that a pronounced 
cyclical movement characterized the variation of prices; three 
such cycles can be distinguished. The first reached its peak in 
April, 1920; the second, in February, 1924; and the third, in July, 

5 Inasmuch as no conclusions are based on these data, it was not found essential 
to give the figures upon which this chart is based. They are published quarterly in 
the Bulletin de la Statistique Générale de la France on both the base 1901-10 and 
July, 1914. They have here been shifted to the 1913 base by the method indicated 
in the note appended to Table XXIII. 

6 Giustiniani (op. cit., pp. 68, 207-8) gives an interesting explanation of how 
prices come to follow an exponential law during periods of inflation. 
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1926. These cyclical movements were not characteristic of French 
data alone. The first cycle was registered by all countries which 
experienced the post-war crisis, and the second and third move- 
ments were faintly visible in American prices. It is important to 
notice, however, that inflation tended to exaggerate the intensity 
of these cycles. French monetary depreciation did not engender 
anything approaching a uniform rise in prices; it apparently exag- 
gerated the tendency for cycles to appear in the general move- 
ment. 
CHART I 


INDEX NUMBER OF 
FRENCH 
WHOLESALE PRICES 


BASE : 1913 = 100 


1919 1920 1921 1922 1923 1924 1925 1926 1927 





I. IRON AND STEEL INDUSTRY 


This group of enterprises is composed of the following three 
companies: Société des Hauts Fourneaux, Forges et Aciéries de 
Denain et d’Anzain, Société Nouvelle des Etablissements Decau- 
ville Ainé, and the Compagnie des Forges de Chatillon, Com- 
mentry, et Neuves-Maisons. Table XV gives the index numbers 
and percentages for this industry. 

Profit-and-loss accounts.—The paper-franc profits show a rising 
trend increasing greatly during the years 1924-26 when inflation 
was proceeding at its greatest rapidity. The deflated figures, how- 
ever, show a downward movement, the years of greatest real 








208 MAX J. WASSERMAN 


profits being those of recession in prices. Depreciation and re- 
serves both in nominal francs and in purchasing power declined. 

Working capital——The working-capital position showed a 
marked improvement during the period. A more careful examina- 
tion of the purchasing power of working capital reveals that it in- 
creased during the cyclical declines in prices and decreased during 
the cyclical rises in prices. This seems to indicate that real work- 
ing capital grew as the price cycle declined, and diminished as the 
price cycle rose. The current ratio shows a net improvement over 
the eight years. The various components of working capital show 
no significant changes during the period and consequently the 
figures are not given. 

Plant and equipment.—In terms of paper francs the fixed assets 
increased substantially. It is thus clear that the industry was 
expanding.’ That the market for iron and steel was increasing is 
evidenced by the indices of the production of these goods which 
are given in Table XXII. They show a steady increase in the 
production of pig iron and steel, although the production of these 
commodities did not attain the 1913 level until 1925 for steel and 
1926 for pig iron. At the end of the war, production was some- 
thing less than one-third that of the pre-war level and in 1926 it 
had increased to but slightly more.* 

7 It may be objected that these figures do not necessarily represent the actual 
physical additions to plant and equipment but merely the “mark-up” which enter- 
prisers placed on old plant in order that the balance sheet reflect the present market 
values of these elements. While it is impossible to prove conclusively that this is not 
the case, there is a strong presumption against it. The fact that the purchasing 
power of plant and equipment shows an increase indicates either that some additions 
were made or that the re-evaluations were in considerable excess of the general move- 
ment of prices. Then, conservative accounting practice condemns such action and 
insists, where this is done, that the fact be clearly shown on the balance sheet 
through the creation of new capital reserves. Further, in view of taxation, enter- 
prisers had every motive to maintain plant and equipment at as low a figure as was 
possible. Finally, through conversations with business men and accountants, the 
author was informed that such re-evaluations were rare and that, in general, it is 
correct to interpret increased plant and equipment as new additions. 

8 Professors W. F. Ogburn and W. Jaffé, in their monograph, The Economic De- 
velopment of Post-war France, which constitutes Vol. III of the “Social and Economic 
Studies of Post-war France,” ed. Carlton J. H. Hayes (New York: Columbia Uni- 
versity Press, 1929), pp. 270-303, give an excellent account of the production of the 
iron and steel industry in France after the war. 
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Capitalization.—The capital structure expanded through the 
sale of stock. Two large issues of stock were floated—the first in 
1920 and the second in 1924. An effort was made to reduce the 
bonded indebtedness of the enterprises; each year shows a slight 
decline in the amount of bonds outstanding, and over the whole 
period the decrease was approximately 30 per cent. The total 
capital increased 56 per cent. 


TABLE I 











Accounts 1919 | 1920] 1921 | 1922 1923 | 1924 1925 | 1926 





Capitalization 59 | 105 | 105 | 105 | 105 | 133 | 133 | 133 
Net working capital 83 | 144 | 129 | 117 | 146 | 330 | 327 | 289 
Plant and equipment 83 | 203 | 258 | 420 | 507 | 574 | 637 | 603 


























Fund analysis.—The figures in Table I show, in millions of 
paper francs, the sums carried in the capitalization, net working 
capital, and the plant and equipment accounts. 


TABLE II 








Accounts and Funds 





Capitalization 46 ° ° ° 28 ° ° 
Net working capital 61 29 | 184] — 3 
Plant and equipment........| 120 55 | 162 87 67 63 56 
Amount of plant financed from 

working capital 74 55 | 162 87 39 63 56 
Gross increase in working capi- 
135 402} 50] 116] 223 60 18 


























These sums show that a total of seventy-four million paper 
francs’ worth of new securities were issued while the net working 
capital increased by two hundred and six million and the plant 
and equipment by six hundred and ten million paper francs. 
Table II shows the annual net increase or decrease in millions of 
paper francs, of capitalization, working capital, plant and equip- 
ment. It also shows the total amount of plant and equipment fi- 
nanced from liquid funds in each year and the gross annual in- 
crease or decrease in working capital computed by adding to the 
net annual increase or decrease of these funds the amounts which 
had been taken from them to finance increases in the fixed assets. 
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The comparison in Table II shows that in 1920 and 1924 the 
major part of the permanent improvements were financed 
through the use of excess working-capital funds, and that in the 
other years all of them were so obtained. This was indeed an 
excellent result. The indices of the prices of iron are given in 
Table XXIII. 


2. THE TEXTILE INDUSTRY 


Four companies were selected for this group: the Société de la 
Soie Artificielle d’Izieux, manufacturing rayon textiles; Dollfus- 
Mieg et Compagnie, which produces principally cotton and linen 
thread; the Filatures de Laine Schwartz et Compagnie, making a 
specialty of the production of woolen thread; and the Blanchis- 
serie et Teinturerie de Thaon, a dyeing and finishing plant serving 
the textile industry. Table XVI shows the principal financial 
results of these companies. 

Net profits.—The textile business was evidently profitable dur- 
ing inflation. In paper francs the profits almost sextupled while 
in terms of purchasing power the increase was approximately 300 
per cent. The industry lost money in 1920, a year fairly evenly 
divided between rising and falling prices, but made profits in the 
following year of depression. The dividend policy followed was 
conservative; in spite of the apparently increasing profits, the 
managements paid out a smaller percentage of net gains in divi- 
dends. 

Depreciation and reserves.—In terms of both paper money and 
purchasing power a conservative practice was followed here; a large 
increase was made in the sums allocated to the replacement of 
plant and to meet contingencies. There was a tendency for the 
companies to make the greatest provisions in those years in which 
profits were the largest. 

Working capital.—Here again the industry showed a substan- 
tial advance in both real and nominal values. The purchasing 
power of working capital increased some 20 per cent during infla- 
tion. It is interesting to note that there was some correlation be- 
tween its movement and that of profits; the years of greatest 
profit were also years of the greatest increase in liquid position. 
The current ratio showed improvement. The several components 
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of working-capital assets reveal some interesting details. Inven- 
tory occupied a decreasing place in the general composition of this 
group of assets for the period 1921-24. During the last two years 
of inflation this figure rose. On the other hand, the cash on hand 
increased over the whole period, as did also accounts receivable.’ 
Plant and equipment.—The indices for these assets show that 
the industry was undergoing considerable expansion. The paper- 
franc values indicate that funds were being invested in fixed assets 
every year with the exception of 1922, the year 1920 being that of 
the greatest increase. The indices of production of textiles, given 
in Table XXII, may shed some light upon this expansion.”® 
Capitalization.—The capital stock increased notably during the 
period, with issues in 1921, 1922, 1924, 1925. Up to 1923 new 
capital was sought through the sale of bonds, but after this date 
some of the bonds issued were retired. Thus the industry was 
financed by the sale of both stocks and bonds until 1923, when 
new funds were obtained exclusively by the sale of stock.” No 


9 Since the notes receivable occupied such a small place in the total working- 
capital assets, the averages for this account are not given. Accounts payable con- 
stituted 100 per cent of the working-capital liabilities except for one company, which 
shows this account for only two of the eight years. Hence, no analysis was at- 
tempted of the composition of working-capital liabilities. 

© See Ogburn and Jaffé, op. cit., pp. 341-419, for further data on the production 
and consumption of textiles together with an interpretation of these data and an 
analysis of the position of this industry after the war. 

* Since only two of the four companies represented in this industry—Dollfus- 
Mieg et Compagnie and the Blanchisserie et Teinturerie de Thaon—had any bonds 
outstanding, the index for this series shows relatively small figures. In making the 
averages, the index numbers of this item for the two companies were added to make 
the total. This total was then divided by 4 in order to obtain the average for the 
industry. 

% The explanation for the increased use of stocks in preference to bonds after 
1923 is found in the security market conditions. After this date investors lost inter- 
est in the purchase of bonds since the rise in prices made the fixed interest decline in 
purchasing power. Thus, after 1923, some enterprisers found it necessary to seek 
new capital through the issue of stocks which offered the investor the hope, at least, 
that dividends would continue to rise as did prices. These hopes were generally not 
entirely realized. This situation can be appreciated by consulting the indices of the 
prices and issues of stocks and bonds and rates of interest, given in the Indices 
généraux du mouvement économique en France published by the Statistique Générale 
de la France (1932), pp. 126 ff. Cf. Pitois, op. cit., pp. 190 ff.; P. Rossillion, Les 
variations du taux de Vintérét en France depuis la guerre (printed dissertation for the 
doctorate at the University of Paris, 1927), pp. 85-113. 
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doubt some of the funds raised after this date had as their object 
the retirement of outstanding bonds. 

Fund analysis.—The figures in Table III show, in millions of 
paper francs, the total capitalization, the net working capital, 
and the plant and equipment of this industry. 

Judging from these totals, the situation in the textile industry 
was somewhat different from that found in iron and steel. We 
find a total of eighty-three million paper francs raised by the issue 
of new securities, a one-hundred-and-fifty-seven-million-franc 
growth in working capital, and an increase in fixed assets of forty- 
one million. It would appear, speaking in general terms, that the 
development of plant and equipment was financed by the issue of 
stocks and bonds, and that some of the funds obtained from these 


TABLE III 








Accounts 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 





Capitalization 85 | 116 | 153 | 143 | 148 | 168 | 153 
Net working capital 1or | 131 | 191 | 228 | 243 | 272 | 264 
Plant and equipment 56} 62] 56] 58| 65] 68] 7 























issues were utilized to replenish the working capital. A more de- 
tailed study reveals some interesting facts. Table IV shows the 
net annual increase or decrease in the capitalization, working 
capital, plant and equipment; the amount of plant annually fi- 
nanced from working-capital funds; the gross annual increase or 
decrease in working capital (net working capital plus the amounts 
taken from it to finance new plant and plus the value of the 
stocks and bonds retired by the use of liquid funds); the annual 
amount added to working capita! from the proceeds of the sale of 
stocks and bonds; the normal growth of working capital (net 
working capital plus sums taken from it for the construction of 
plant or reduction of bonded indebtedness and minus sums allo- 
cated to working capital from the sale of securities). 

These figures show that in certain years there was an overabun- 
dance of working capital, sufficient to construct additions to the 
plant or to retire some of the outstanding bonds, while in other 
years it was necessary to build up the working capital which had 
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been depleted through the year’s operations. Further light can be 
shed on these situations by an examination of the indices of the 
wholesale prices of textile goods which are given in Table XXIII. 


3. THE CHEMICAL INDUSTRY 

This group is composed of the following companies: Société 
Chimique des Usines du Rhéne, engaged in the manufacture of 
chemical and pharmaceutical products; the Compagnie Nationale 
de Matiéres Colorantes et Manufactures de Produits Chimiques 
du Nord Réunies, manufacturing a general line of chemicals; the 


TABLE IV 








Accounts and Funds 





Capitalization 

Net working capital... . 

Plant and equipment. . . 

Plant financed from working- 
capital funds 

Gross working capital 

Working-capital additions from 
stocks and bonds 

Normal growth of working cap- 
ital 


























Compagnie des Phosphates et du Chemin de Fer de Gafsa, which 
exploits phosphate deposits in Tunisia; the Manufacture des 
Glaces et Produits Chimiques de Saint-Gobain, Chauney et Cirey, 
producing both glass and chemicals; and L’Air Liquide: Société 
Anonyme pour |’Etude et |’Exploitation des Procédés Georges 
Claude, manufacturing liquid air and oxygen. Table XVII shows 
the indices and the percentages computed from the financial state- 
ments of these companies. 

Profits —The figures given on the financial statements indicate 
that this industry profited during inflation, but not to the same 
extent as the textiles. In terms of paper francs the profits more 
than tripled while in terms of purchasing power they almost 
doubled. Real profits were greatest during the years 1921-23. 
The dividend policy was not conservative; the percentage of net 
profits paid out in dividends shows a rising trend. 
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Depreciation and reserves.—The amounts set aside for wear and 
tear and contingencies increased over the period; in 1919 very 
large provisions were made on these accounts. The material pre- 
sented does not enable a conclusion to be drawn concerning the 
adequacy of the sums allocated to these purposes. 

Working capital_—This industry, like those which have al- 
ready been discussed, shows a large increase in the net working- 
capital funds in terms both of paper francs and of purchasing 
power. The real value of this element almost doubled during the 
period. Thus from the point of view of liquidity, these companies 
made a better showing under inflation than either iron and steel 
or textiles. The years 1921-23 show the greatest increases in this 
item. The current ratio was also much better than those of the 
two industries previously examined and shows a net improvement 
over the period, the best years again being 1921-23. The com- 
position of the working-capital assets reveals some minor move- 
ments of interest.'? The net change in inventory over the period 
was small and its variations of but little importance. In 1921 and 
1922, years of business depression, the accounts receivable con- 
stituted a smaller fraction of the total than during the other 
years while the portfolio increased. An examination of the port- 
folio account shows that there was a tendency to invest some sur- 
plus funds in stocks and bonds. As far as can be determined from 
the published balance sheets, these investments were largely made 
in government short-time bonds, in the stocks of subsidiaries, and 
in other chemical enterprises. Thus the tendency toward com- 
bination was carried forward during inflation." The cash position 
of the companies also shows a net improvement between 1919 and 
1926. Since no significant changes are recorded in the composi- 
tion of the working-capital liabilities, these figures are not given. 

*3 Since the Usines du Rhéne Company did not separate in sufficient detail the 
composition of its working-capital assets, it was impossible to include the various 
components in the study. Consequently, the accounts receivable, inventory, port- 
folio, and cash on hand and in banks items were computed from the data given by the 
other four companies. The totals for these four companies were made for these 
items, and then divided by 4 to get the average for the industry. 

14 Cf. Ogburn and Jaffé, op. cit., pp. 468-69; P. de Rousiers, Les grandes in- 
dustries modernes (“Les industries chimiques: Le régime légal des ententes”’ [Paris: 
Armand Colin, 1928], Vol. V), pp. 11-163. 
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Plant and equipment.—In terms of nominal francs, the fixed 
assets of this industry increased substantially; the year 1923 saw 
the greatest development in productive capacity. While the Sta- 
tistique Générale de la France does not publish an index of the 
production of chemical products, Professors Ogburn and Jaffé are 
of the opinion, and bring much data to substantiate it, that there 
was “. . . .a tremendous development of productive capacity and 
of foreign trade, these phenomena being largely a result of the 
war.’"S There is also some evidence that this industry was in- 
creasing its productive capacity, like iron and steel, beyond the 
actual market for its products.” 

Capitalization.—Both the capital stock and the bonded indebt- 
edness of this industry grew during inflation. In terms of paper 


TABLE V 








Accounts 1919 1921 | 1922 | 1925 | 1924 | 1925 | 1926 





Capitalization -| 255 483 | 491 | 549 | 579 | 668 | 697 
Net working capital. . 343 741 | 717 | 760 | 742 | 945 |1012 
Plant and equipment. . . 168 409 | 480 | 644 | 704 | 753 | 788 


























francs the stock was increased by about 340 per cent and bonds by 
about 65 per cent.'? The increase in stock is uniform over the 
period while the bonds declined in 1923 and 1924. The total paper- 
franc capitalization of the industry increased by approximately 
290 per cent. 

Fund analysis.—In terms of millions of paper francs, the capi- 
talization, net working capital, and plant and equipment figures 
are given in Table V. 

The increase in capitalization was, in round numbers, five 
hundred and forty million; in working capital, six hundred and 
seventy million; in plant and equipment, six hundred and twenty 
million. From these figures it may be deduced that about five hun- 

"5 Op. cit., p. 467. De Rousiers is also of this opinion (0). cit., pp. 75-81). 

© See the interesting analyses of this situation given by Ogburn and Jaffé, op. 
cit., pp. 437-68, and De Rousiers, op. cit., pp. 81-89. 

17 Since the Usines du Rhéne Company had no bonded indebtedness, the indices 


for this element were computed by adding the figures for bonds of the other four 
companies and dividing by 5 to obtain the average for the group. 
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dred and forty millions’ worth of plant and equipment was fi- 
nanced by the sale of securities and eighty million by surplus 
working-capital funds. The larger share of the expansion, there- 
fore, was obtained by long-term financing. This is, if not as good 
a showing as was the case in the iron and steel and textile indus- 
tries, a highly satisfactory result, especially in view of the policy 
of high dividends which the industry maintained. Table VI 
shows, in millions of paper francs, the net annual increase or de- 
crease in the capitalization, net working capital, plant and equip- 


TABLE VI 








Accounts and Funds 





Capitalization 

Net working capital 

Plant and equipment 

New plant financed from work- 
ing-capital funds 

Gross working capital 

Additions to working capital 
from stocks and bonds 40 

Normal growth of working cap- 
ital 163 


























ment; the gross annual increase or decrease in working capital; the 
annual amount added to working capital from the proceeds of the 
sale of stocks and bonds; the normal growth of working capital. 
These figures have been calculated in the same manner as were 
those for the textile industry. 

The years 1920, 1921, 1923, and 1925 were those of the greatest 
growth in working capital. In 1920 and 1925 these accounts were 
replenished through funds obtained by the sale of securities. The 
largest additions to plant and equipment were made in 1921 and 
1923, when a considerable portion of the extensions and improve- 
ments were financed by surplus working-capital funds. Large 
amounts were raised by the sale of securities in 1920, 1921, and 
1925. The indices of the prices of chemical products are given in 
Table XXIII. 
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4. THE TOOL, MACHINE, AND METALLIC-CONSTRUCTION INDUSTRY 


This group is composed of the following seven companies: the 
Compagnie Générale de Construction de Fours, manufacturing 
all types of furnaces and especially those for employment in the 
distillation of coal, refraction and ceramic furnaces; the Société 
Frangaise de Constructions Mécaniques, engaged in the construc- 
tion of factories, forges, steel plants, and industrial establish- 
ments; the Compagnie Générale de Construction de Locomotives, 
specializing in the construction and repair of locomotives; the 
Société de Construction et de Location d’Appareils de Levage et 
de Matériel de Travaux Publics, manufacturing and renting ap- 
paratus for public works; the Compagnie Frangaise pour |’Ex- 
ploitation des Procédés Thomson-Houston, manufacturing elec- 
trical machines and apparatus; the Société de Constructions de 
Levallois-Perret, specializing in metallic construction; the Société 
Rateau, engaged in the exploitation of the “Rateau”’ process of 
the production and handling of steam. The indices and percent- 
ages for this industry are given in Table XVIII. 

Net profits.—This industry was apparently able to earn large 
profits in terms of both paper francs and purchasing power. The 
years of greatest real profits were 1921, 1922, and 1923, when the 
price level was comparatively low. The dividend policy followed 
was conservative. During most of the years less than one-half the 
net profits earned was paid out to shareholders. 

Depreciation and reserves.—There was a nominal and real in- 
crease in the sums set aside for depreciation and contingencies. 
The years of the greatest provision on these accounts were those 
of the highest profits. With the exception of 1924, depreciation 
and reserves followed the movements of profits rather than those 
of additions to fixed plant and equipment. 

W orking capital.—Although working capital showed an increase 
in terms of paper francs, its movement in terms of purchasing 
power was downward. The end of the period of inflation found 
this industry in possession of about 50 per cent more paper franc, 
and about 28 per cent less real, liquid funds. There were some in- 
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teresting changes in the composition of working capital."* The 
inventory increased steadily, moving from 30 per cent of the total 
to 43 per cent. Accounts receivable grew by about 12 per cent. 
The gains in these accounts were compensated by declines in the 
portfolio and cash—portfolio showing a net drop of about 30 
per cent and cash 50 per cent. The former represented about one- 
fourth of the total working-capital assets at the beginning and 
about one-sixth at the end, while cash, which had been one- 
fifth the total, dropped to about one-tenth. There was some tend- 
ency to borrow small amounts from the banks, especially in 1921 
and 1922, while an increasingly larger proportion of the purchases 
were made by using notes payable and a smaller share through 
the use of accounts payable. Accounts payable constituted about 
88 per cent of the total working-capital liabilities at the beginning 
of the period and but 80 per cent at the end, and notes payable 
rose from 2 to g per cent of the total. 

Plant and equipment.—In terms of paper francs the fixed assets 
tripled. The years of greatest growth were 1920, 1921, and 1924, 
although, with the exception of 1926, plant and equipment 
showed some augmentation each year. The productive capacity 
thus underwent a considerable expansion during the period of in- 
flation. The indices of production of both steel and copper me- 
chanical products are given in Table XXII. These figures show 
that the output had increased in 1926 by about 22 per cent beyond 
the amount which prevailed in the base year, 1913. Nevertheless, 
in view of the great expansion in plant and equipment, one is 
tempted to ask if the industry did not augment its capacity be- 
yond the existing market for its goods.” 

Capitalization.—There was a notable growth in the capitaliza- 
tion of the industry, especially in stocks, during the period.” 

*8 Since it was impossible to separate the various components of the working- 
capital assets for the Construction des Fours Company, the inventory, accounts 
receivable, portfolio, and cash accounts represent the average of the six other com- 
panies. Notes receivable constituted such a small proportion of working-capital 
assets—varying from one-sixth of 1 per cent to 1,‘, per cent—that the figures for it 
are not given. 

9 Cf. Ogburn and Jaffé, op. cit., pp. 336-40. 

* Three of the seven companies included in this analysis—Levallois-Perret, 


Construction des Fours, and Appareils de Levage—had no bonded indebtedness. 
The average for this item was made by adding the indices of the other four com- 


panies and dividing by 7. 
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Bonds increased by about 40 per cent while capital stock grew by 
75. The largest increases in bonded indebtedness are found during 
the years 1920 and 1922. In 1923 the industry began to reduce the 
amount of bonds outstanding and in 1926 the decrease was large. 
The issue of stock was steady, and especially large in 1920, 1921, 
1923, and 1924. The total capitalization increased by about 70 
per cent. 

Fund analysis.—The figures in Table VII show, in millions of 
paper francs, the capitalization, net working capital, and the 
plant and equipment of the companies presented in this analysis. 

Plant and equipment increased by about four hundred million 
paper francs, capitalization by two hundred, and working capital 
by twenty-two. These figures indicate that much of the expan- 


TABLE VII 








Accounts 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 








Capitalization ‘ 399 | 409 | 467 | 522 | 568 | 571 | 560 
Net working capital. . 236 | 149 | 146 | 160] 68] 112 | 255 
Plant and equipment. san 312 | 409 | 483 | 559 | 604 | 671 | 502 














sion was financed out of surplus working-capital funds. If the 
total increase in capitalization is deducted from that of plant and 
equipment, the difference, about two hundred million francs, 
shows the amount of new fixed equipment financed in this way. 
Table VIII shows, in terms of millions of paper francs, the net 
annual increase or decrease in the capitalization, net working 
capital, plant and equipment; the gross annual increase or de- 
crease in working capital; the annual amount added to working 
capital from the proceeds of the sale of stocks and bonds; the 
normal growth of working capital. These figures have been cal- 
culated in the same manner as were those for the textile industry. 

The years 1923, 1925, and 1926 were those of the greatest in- 
crease in working capital. In 1920 and 1925 these accounts were 
replenished through funds obtained by the sale of securities. The 
largest additions to plant and equipment were made in 1920, 1921, 
and 1924. A portion of these additions and extensions was fi- 
nanced by securities, but the larger part was built from surplus 
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working-capital funds. The capitalization of the industry under- 
went its greatest increase in 1920, 1922, 1923, and 1924. 
5. THE COAL INDUSTRY 

The following five companies, all engaged exclusively in the 
mining, preparation, and transportation of coal, were selected for 
analysis: the Société des Mines de Carmaux; the Société Ano- 
nyme des Mines d’Albi; the Société Anonyme des Mines de Houille 
de Blanzy; the Compagnie des Mines de Houille de Courriéres; 
the Mines de la Loire. The index numbers and percentages for 
this industry are given in Table XIX. 


TABLE VIII 








Accounts and Funds 





Capitalization 33 58 
Net working capital 13 — 3 
Plant and equipment 74 
New plant financed from work- 

ing-capital funds 84 16 
Gross working capital 97 13 
Additions to working capital 

from sale of stocks and bonds ° ° 
Normal growth of working cap- 





97 13 4! 























Net profits——In terms of both purchasing power and paper 
francs the industry showed good results. Net profits increased 
about 160 per cent in terms of purchasing power. With the excep- 
tion of 1921, 1923, and 1924, the companies paid out increasingly 
greater percentages of net profits in dividends, beginning with 
51 per cent in rg1g and rising to 92 per cent in 1926. Although 
there may have been some justification for increasing the amount 
of dividends paid out over the period in view of the increasing 
real profits earned, the percentages attained in 1922, 1925, and 
1926—85, 82, and 92, respectively—appear to be unduly large. 

Depreciation and reserves.—While these provisions more than 
tripled in terms of nominal francs, their purchasing power in- 
creased about 100 per cent.” These accounts do not contain sums 


* The Courriéres Company did not present the figures for depreciation and 
reserves in such a manner as to permit their ultilization in this analysis. The figures 
for this element, therefore, consist of the average obtained by dividing by 4 the sum 
of the indices of the other companies. 
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set aside for the depletion of the wasting assets which is shown by 
a deduction made from the book value of plant and equipment. 

Working capital—The indices for this element registered a net 
improvement although the real increase in working capital, in 
terms of purchasing power, was smaller than that of some of the 
industries studied. This augmentation is some 20 per cent. Dur- 
ing the years 1921-25, inclusive, the working capital stands at a 
high figure while the years 1920 and 1926 showed decreases in this 
element. For several of the companies it was impossible to sepa- 
rate the various components of the working capital and conse- 
quently their composition could not be studied. The current ra- 
tio, originally good, showed improvement. 

Plant and equipment.—The paper-franc increase in fixed assets 
was about 35 per cent.” In 1921, 1922, and 1925 large additions 
can be noted, which were promptly written off the books.*? The 
small increase in fixed assets is explained by the nature of the 
coal-mining industry itself and the manner in which new coal 
deposits are put into operation. New discoveries of coal beds are 
regarded as the property of the state, and the right of extracting 
coal is granted to a company under a concession.* The indices of 


the production of coal are given in Table XXII. The production 
of coal in 1919 was slightly less than half the pre-war level, show- 
ing the extent to which this industry had been crippled by the 


= The D’Albi Company, although it presented a plant and equipment account, 
carried this element as a memorandum (mémoire). The average for the fixed assets 
was obtained by dividing the sum of the indices of the other four companies by s. 


23 The larger depletions of the wasting assets were handled in this way, and this 
was apparently the practice of all the companies except the Blanzy Company. For 
this company certain “provision accounts” of a vague character were shown on the 
liabilities’ side of the balance sheet which might contain sums destined to counter- 
balance the depletion of the coal veins. It was, unfortunately, impossible to sepa- 
rate depletion from certain other accounts. The other companies show also several 
“provision accounts” which probably represent deductions from the surplus for 
contingencies of various sorts although they may contain also further reserves for 
depletion. The lack of information presented in the profit-and-loss statements makes 
it difficult to say with any degree of certainty that the figures for plant and equip- 
ment represent the actual book value—cost less depletion—of these assets. The 
computation of this element has been made as accurately as the data furnished will 
permit. 

4 See H. de la Goupilliére, Cours d’exploitation des mines (4th ed., Paris: Dunod; 
1928). 
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war. The increase in production was steady from this year on, 
and in 1924 the pre-war production was approximately obtained. 
The increase after this date brought the output above that which 
prevailed in 1913.75 

Capitalization.—The capital structure, in terms of paper francs, 
of the coal industry tripled, both capital stock and bonds increas- 
ing at approximately the same rate. New stock issues were floated 
in 1920, 1921, 1924, and 1925, while new issues of bonds were 
made in 1921 and 1925. The bonded indebtedness was tempora- 
rily reduced in 1924. The long-term financing was accomplished, 
therefore, by increasing bonds and stocks proportionately. 


TABLE IX 








Accounts 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 
on te | 
Capitalization ..| 89] 87 | 189 | 189 | 189 | 220 | 338 | 337 
Net working capital..... . 168 | 393 | 300 | 326 | 320 | 373 | 415 
Plant and equipment 109 | 124 | 231 | 476 | 139 | 132 | 210 | 234 


























Fund analysis.—The figures in Table IX show, in millions of 
paper francs, the capitalization, net working capital, and the plant 
and equipment of the companies presented in this analysis. 

Owing to the policy of writing off additions to plant and equip- 
ment which this industry followed, it is somewhat difficult to 
state with any exactitude the total amount of long-term financing 
which was invested in permanent improvements or working capi- 
tal and the extent to which excess liquid funds were used to buy 
new fixed assets. The annual growth of the various accounts, 
however, can be analyzed. Table X shows, in millions of paper 
francs, the net annual increase or decrease in the capitalization, 
working capital, plant and equipment; the amount of plant an- 
nually financed from working-capital funds; the gross annual in- 
crease or decrease in working capital; the annual amount added 
to working capital from the proceeds of the sale of securities; the 
normal growth in the working capital. These figures have been 
calculated in the same manner as were those for the textile in- 
dustry. 


%8 See Ogburn and Jaffé, op. cit., pp. 227 ff. 
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Net working capital showed its largest growth in 1920, 1921, 
and 1925. Plant and equipment were largely financed from sur- 
plus liquid funds in 1920, 1922, and 1926; while in 1921 and 1925 
securities were issued partially for this purpose. Working capital 
was built up in 1921, 1924, and 1925 by proceeds from the sale of 
securities, and it underwent its greatest increase in 1920, 1921, 
1922, and 1926. The capitalization of the industry declined 
slightly in 1920 and 1926. Plant and equipment manifested the 
greatest increases in 1922, 1925, and 1926. It would appear that 


TABLE X 








Accounts and Funds 





Capitalization -— I 
Net working capital 42 
Plant and equipment 24 
Additions to plant financed by 

working capital 24 
Gross working capital 67 
Additions to working capital 

from the sale of securities. . ° 
Normal growth of worki~g cap- 
67 


























the major part of the permanent investments of this industry was 
financed by excess working capital which, in spite of these drains, 
improved over the period. The indices of the prices of coal are 
given in Table XXIII. 


6. THE AUTOMOBILE INDUSTRY 

The following five companies were selected to compose this 
group: the Société des Automobiles Delahaye; the Société 
Anonyme des Anciens Etablissements Chenard et Walcker; the 
Société Anonyme des Automobiles Peugeot ; the Société Anonyme 
des Anciens Etablissements Hotchkiss et Compagnie; and the 
Automobiles M. Berliet. With the exception of the Hotchkiss 
Company, all of the firms were engaged in the manufacture and 
sale of automobiles exclusively. The Hotchkiss Company, in 
addition to the manufacture of these products, also produces 
arms, munitions, and machines. Automobile manufacturing, after 
the war, constituted the bulk of the business of this firm. The 
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indices and averages for this industry are given in Table XX. The 
financial statements of the Chenard et Walcker, Delahaye, and 
Peugeot companies could not be obtained for 1919. Consequently 
it was necessary to begin the analysis of this industry with the 
year 1920 and to study the movement of the several accounts for 
the period 1920-26 which here serves as a base for the indices. 
Owing to the fact that prices were higher in 1920 than in 1919— 
the index for the former year is 509 and for the latter 356—the 
results are not strictly comparable with the other industries. 

Net profits—In terms of both purchasing power and paper 
francs there was a growth in the earnings of the automobile indus- 
try. The increase was more than 100 per cent for the purchasing- 
power values and 300 per cent for those of the nominal francs. 
The industry increased the proportion of net profits paid out in 
dividends from 28 to 32 per cent during inflation. 

Depreciation and reserves.—The increase in the provisions for 
depreciation and contingencies was substantial; in terms of pur- 
chasing power, approximately 80 per cent. The movement of de- 
preciation and reserves follows that of net profits. 

Working capital.—While this account almost doubled in terms 
of paper francs, its increase in purchasing power was slightly less 
than 50 per cent. In terms of purchasing power, working capital 
increased up to and including 1923; after this year it showed a 
steady decline. During the period of the greatest rise in prices, 
therefore, working capital diminished. The movement of the 
components of working capital reveal some interesting variations. 
There was a slight decline in the inventory. Accounts receivable 
constituted an increasing proportion of working-capital assets as 
inflation progressed, moving from 19 to 28 per cent of the total. 
The portfolio declined from 20 to 6 per cent, while the cash in- 
creased from 8 to 19 per cent. The net change in accounts pay- 
able for the period was small. The industry borrowed more from 
the banks in the years 1920, 1921, 1922, and 1924 than it did at 
the beginning, but in 1926 the amount of the outstanding loans 
was reduced.” 

* Since notes receivable and payable constituted such a small proportion of the 


working-capital assets and liabilities, the percentages for these items are not in- 
cluded in this study. 
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Plant and equipment.—The index numbers of nominal franc 
values revealed a slight increase in the fixed assets of the industry. 
In 1923 the paper-franc value of plant and equipment declined, 
1922 being the year of maximum value. In spite of this relatively 
small increase in fixed assets, production underwent a large 
growth, as the indices given in fable XXII show. 

Capitalization.—The capital stock of these companies increased 
by about 2 per cent, the bonded indebtedness by approximately 
60, and the total capitalization by about 18.77 Stock was retired 
in 1922 and 1924 while small issues were made in 1925 and 1926. 
Bonds were sold in 1921, 1923, and 1926, but in 1922, 1924, and 


TABLE XI 








Accounts 1920 1921 1922 1923 1924 1925 1926 





Capitalization 184 196 171 219 215 239 | 259 
Net working capital. . . 178 187 200 | 264] 290 / 328] 341 
Plant and equipment....... | 137 136 133 125 122 134 181 

















1925 small amounts were retired. There did not appear to be any 
tendency to substitute the one form of security for the other. 

Fund analysis.—In terms of millions of paper francs the fig- 
ures in Table XI show the capitalization, net working capital, and 
the plant and equipment of the automobile industry. 

The capitalization increased by seventy-five million francs, 
working capital by one hundred and sixty-three, and plant and 
equipment by forty-four. The figures in Table XII show the net 
annual increase or decrease in capitalization, working capital, 
plant and equipment; the amount of plant annually financed from 
working-capital funds; the gross annual increase or decrease in 
working capital; the annual amount added to working capital 
through the sale of securities; the normal growth of working capi- 
tal. These data have been computed in the same manner as those 
for the textile industry. 

These amounts show that seventy-two million francs were add- 
ed to working capital by the sale of securities; that twenty-nine 


27 The Hotchkiss Company had no bonded indebtedness, consequently the aver- 
age of the bonds was computed by taking the sum of the indices for this account 
of the other four companies and dividing by s. 
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million francs in securities were retired; and that twenty-seven 
million francs’ worth of new plant and equipment were financed 
from working-capital funds. Sixteen million francs represented 
the net additions to working capital derived from long-term fi- 
nancing. The growth of working capital was moderate; its in- 
crease grew progressively larger in terms of paper francs as infla- 
tion advanced, but in general it did not increase with the rapidity 
that characterized its growth in some of the industries previously 























TABLE XII 
Accounts and Funds 1921 1922 1923 1924 1925 1926 
ee 12 | —25 48|— 4] 24 20 
Net working capital............... 9 13 64 26] 38 13 
Plant and equipment............... —-r1/—-3/-—-8/|-3 12 47 
Additions to seat financed by work- 
ht tih cauceddeknue exe ° ° ° ° ° 27 
Gross working capital.............. 9 38 64 30 | 38 40 
Additions to working capital from the 
I. c cccceccsecescss 12 ° 48 o| 12 ° 
Normal growth of working capital...| — 3 38 16 30 | 26 40 











studied. With the exception of 1922, 1924, and 1926, in each year 
some funds were added to the industry for current purposes 
through the issue of securities. 


7. DEPARTMENT STORES 

The following four firms were chosen for the investigation of 
this branch of commerce: Laguionie et Compagnie, which owns 
the Au Printemps department store in Paris with branches in 
Deauville, workshops and factories just outside of Paris; the 
Société Anonyme des Galeries Lafayette, operating a department 
store in Paris with branches in Nice, Lyons, Deauville, London, 
Brussels, Bucharest, and Rome; Paris-France, which owns a chain 
of department stores operating in Paris and the provincial cities; 
the Société Anonyme des Etablissements Bokanowski et Com- 
pagnie, owning a chain of department stores in the provincial 
cities and a factory in Toulon. The indices and the averages show- 
ing the financial results of the operations of these stores are given 
in Table XXI. 

The fiscal year for the Paris-France Company extends from 
September 1 to August 31, that for the other firms from August 1 
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to July 31. Under these circumstances it was not possible to de- 
flate the paper-franc values accurately by the use of the usual 
annual index numbers of general wholesale prices which are cal- 
culated for the period January—December of each year. For this 
purpose special annual indices were calculated from the monthly 
wholesale figures of the Statistique Générale de la France index 
showing the average annual price for the fiscal years August- 
July, 1919-20, 1920-21, 1922-23, 1923-24, 1924-25, 1925-26. 
The paper-franc values in the financial statements were deflated 
by the use of these indices. For this reason the results of this 
branch of trade are not strictly comparable with those of the in- 
dustries previously analyzed. 

Net profits ——Both the purchasing power and the paper-franc 
values of net profits showed an increase during inflation, the for- 
mer growing by approximately 100 per cent and the latter by 
slightly more than 50. After 1922-23 the paper-franc profits rose; 
the year of greatest profit was 1925-26 and the smallest 1920-21. 
The dividend policy does not appear to have been conservative.” 
The lowest percentage paid, 53, was in 1919-20; in 1920-21, 117 
per cent was paid. After this year the rate never fell below 67 per 
cent. 

Depreciation and reserves—There was but a small increase in 
depreciation and reserves—less than 23 per cent in terms of paper 
francs and 4 per cent in purchasing power. There was a tendency 
for these accounts to follow the movement of net profits. 

W orking capital—In terms of paper francs the net liquid funds 
increased by a little less than 20 per cent, but in terms of pur- 
chasing power they declined by about 5 per cent. In the period 
of the crisis of 1920-22 working capital stood at its highest. The 
current ratio varied from 44 to 56 per cent. The movements of 
the components of working-capital assets and liabilities reveal 
some interesting details. The proportion represented by inven- 
tory declined in 1920-21 and 1921-22. At the end of the period 
this account represented 40 per cent of the total working-capital 
assets whereas at the beginning it stood at 61 per cent. There was 

8 Laguionie et Compagnie did not publish any figures showing the percentage 


of net profits paid out in dividends. The average for this account was obtained by 
dividing by 3 the amounts of the other three companies. 
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no net change in the proportion of accounts receivable during the 
period as a whole. Notes receivable constituted a higher percent- 
age of the total working-capital assets in 1921-22 and 1922-23 
than they did at either the beginning or the end of inflation. The 
portfolio increased from 10 to 19 per cent. This is a significant 
development, for a study of the information and comments pre- 
sented in the financial statements leads one to believe that this 
represents in part an increase in participations, that is, the pur- 
chase of interests in subsidiaries, allied stores, and manufacturing 
establishments. Thus a tendency toward vertical and horizontal 
combination in the department stores can be noticed during in- 
flation. The proportion of cash on hand increased, moving from 
g to 19 per cent of the total working-capital assets. The accounts 
and notes payable reveal but little change, while the department 
stores reduced the bank loans from g to 5 per cent of the total 
working-capital liabilities. 

Plant and equipment.—The fixed assets underwent a large in- 
crease. In terms of paper francs the equipment tripled. The rate 
of increase was steady and fairly uniform over the whole period. 
Unfortunately, no figures showing the amount of business done 
by the firms was available and consequently the increase in equip- 
ment cannot be equated against the total volume of sales. 

Capitalization—The amount of stock outstanding almost 
doubled over the period while the bonded indebtedness showed a 
decrease of about 13 per cent. The increase in the total capitaliza- 
tion was approximately 40 per cent. Stock was issued in 1920-21, 
1922-23, and 1924-25. Beginning in 1921-22, the decrease in the 
bonded indebtedness was slow and evenly divided over the period. 
Thus most of the long-term financing during inflation was accom- 
plished by the use of stocks. The reduction of the bonded debt 
is one of the notable features of the financial program of the de- 
partment stores. 

Fund analysis.—In terms of millions of paper francs the figures 
in Table XIII show the total capitalization, net working capital, 
and plant and equipment of the department stores analyzed dur- 
ing inflation. 

These figures show a total increase in plant and equipment of 
two hundred and seventy-two million francs, thirty-six million 
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in working capital, and ninety-seven million in the capitalization 
of the department stores. When the increase in capitalization is 
deducted from that of plant, the difference, one hundred and sev- 
enty-five million francs, may be said to represent the amount of 
permanent improvements financed from surplus working-capital 
funds. 

The figures in Table XIV show the net annual increase or de- 
crease in capitalization, working capital, and plant and equip- 


TABLE XIII 








Accounts IQIQ-20| 1920-21| 1921-22] 1922-23) 1923-24] 1924-25) 1925-26 








Capitalization | 272 271 309 308 348 346 
Net working capital..| 286 288 277 293 266 353 322 
Plant andequipment..| 130 170 190 229 | 204 295 402 





TABLE XIV 








Accounts and Funds 1920-21 | 1921-22 | 1922-23 | 1923-24 | 1924-25 | 1925-26 





Capitalization 23 — 1 38 —1 40 — 2 
Net working capital... . 2 —1I 16 —27 87 — 31 
Plant and equipment. . . 40 20 39 65 I 107 
Additions to plant from 

working capital y 20 65 ° 107 
Gross working capital. . Ig 10 39 87 78 
Additions to working 

capital from sale of 





° ° 39 ° 
Normal growth of work- | 


ing capital 19 39 48 78 
| 




















ment; the additions to fixed plant financed from working-capital 
funds; the gross annual increase or decrease in working capital; 
the additions to working capital derived from the sale of securi- 
ties; and the normal growth of working capital. These amounts 
have been calculated as were those for the textile industry. 
These amounts show that in every year, except 1924-25, some 
of the permanent improvements were financed through working- 
capital funds. In 1923-24 and 1925-26 large additions were so 
made. In spite of these large drains, in only one year, 1924-25, 
were the working-capital funds replenished by moneys raised by 
the sale of stock. The growth of liquid capital was considerable, 
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especially in 1923-24 and 1925-26. The increases in capitaliza- 
tion were indeed small when the growth of plant and equipment is 
considered. The Statistique Générale de la France does not pub- 
lish an index of retail prices applicable to department stores.” 
Through the kindness of the president of one of the chain depart- 
ment stores analyzed in this study, it was possible to construct 
the accompanying special index partially applicable to this branch 
of trade:*° 


1921 457 1923 482 1925 
1922 416 10924 565 1926 


IV. CONCLUSIONS 


With the exception of the automobile industry, this analysis 
shows that inflation did not prove a great danger to business en- 
terprises in France, eating away their substance, their working 
capital. Quite on the contrary. The iron and steel, textile, tool 
and machine, chemical, and coal industries, as well as the depart- 
ment stores, were apparently able to earn large profits, increase 


#9 The Statistique Générale de la France publishes regularly in its Bulletin and 
Annuaire three series of retail price indices. These indices are also to be found in its 
publication, Indices généraux du mou t éc ique en France (1932). The first of 
the three is a thirteen commodity weighted index, composed largely of foodstuffs. 
The second, begun in 1929, is a weighted index of the prices of thirty-four commodi- 
ties, again largely foodstuffs. The third is a budgetary index showing the cost of 
living for an average workingman’s family. 

3° The following fourteen commodities compose this index: linen thread, calico, 
mixed linen and cotton cloth, écru cotton cloth, satin ribbon, men’s serge cloth, 
cotton trousers, ladies’ lambskin gloves, tennis slippers, coffee-grinder, kitchen stove, 
alarm clock, mantel-clock movements, Marseilles soap. All of these commodities 
are standard and have not undergone any change since 1913. The prices employed 
were the retail selling price in all the branches of this store in January of each year. 
The index was calculated as an unweighted, arithmetic average on the base of 
January, 1913. The index is not strictly comparable, since the prices are for Janu- 
ary of each year, with those of the Statistique Générale de la France, which are 
based upon the average of monthly prices for each year. 

3 Some French and German accounting theoreticians have advanced the idea 
that a correct calculation of profits cannot be had under severe inflation by the use 
of standard accounting methods. It is necessary, according to these authors, to de- 
vise special accounting techniques for this purpose. Profits, when calculated by these 
techniques, will generally be somewhat smaller than those which the standard meth- 
ods show. See Max J. Wasserman, “Accounting Practice in France during the 
Period of Monetary Inflation, 1919-1927,” Accounting Review, VI, No. 1 (March, 
1931), I-32. 
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their working capital, use excess or surplus liquid funds for 
purposes of increasing their fixed assets, find markets for issues of 
securities, and, in general, improve their financial position. The 
automobile industry found its working-capital position some- 
what impaired during this period, but not dangerously so, and 
it is not certain that the relatively weak position of these firms 
can be laid entirely at the foot of inflation. Possibly the worst 
effect which inflation may be said to have had upon enterprise in 
France was the urge toward expansion which it engendered, for 
the increase in fixed assets is one of the outstanding results in this 
analysis. However, the extent to which these increases represent 
expansion, rather than the improvement of existing productive 
capacity, the reconstruction of plants destroyed in the course of 
the war, and the development of industrial technique, cannot be 
determined from the material presented here. 

It is evident that the managers of some of the firms examined 
in this study were able to devise policies to meet the problems 
which arose under inflation. This points to a possible deduction: 
Inflation does not act automatically upon business enterprise at 
all times and places producing definitely predictable results. It 
presents, to the business manager, a series of problems, many of 
which not only can be solved, but actually were solved, by French 
enterprisers. It is impossible to state that the financial results 
investigated in this study were entirely due to inflation conditions 
and would not have been obtained under a sound money. Excep- 
tion made of the automobile industry, it is clear that inflation 
did not impair the working-capital position of the industries 
which have been included in the analysis, as the hypothesis ad- 
vanced by several French and German theorists would have us 
believe. These industries are among the largest, strongest, and 
best managed in France. The -inancial results for the smaller, 
weaker, and less ably managed firms are entirely a matter of 
conjecture. 
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TABLE XV 
IRON AND STEEL INDUSTRY 








Financial Data 





Net profits, paper francs 84 
Net profits, purchasing power. . C 109 
Percentage of net profits paid out 
in dividends 74 

Depreciation and reserves, paper 
83 





Depreciation and reserves, pur- 
chasing power 109 

Net working capital, paper 
87 78 


Net working capital, purchasing 
77 
Current ratio 56] 53 
Plant and equipment, 

69 | 80 


Capital stock, paper francs 98 | 98 
Bonds, paper francs 111 | 107 
Total capitalization, paper francs 98 | 98 


























TABLE XVI 
THE TEXTILE INDUSTRY 








Financial Data 





Net profits, paper francs 

Net profits, purchasing power. . 

Percentage of net profits paid 
out in dividends 

Depreciation and reserves, paper 


Depreciation and reserves, pur- 


chasing power 
Net working capital, paper 


Net working capital, purchasing 


Cash and in banks 
Plants and equipment, 


Capital stock, paper francs... . 
Bonds, paper francs 
Total capitalization, paper francs 
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TABLE XVII 
THE CHEMICAL INDUSTRY 








Financial Data 1922 





Net profits, paper francs 58 | 47] 70 
Net profits, purchasing apt 54 | 64 
Percentage of net profit 

out in dividends 64 | 54 
Depreciation and reserves, paper 
70 | 65 
Depreciation and reserves, pur- 

chasing po 66 | 92 
Net working capital, paper francs 78 | 92 
Net working capital, anes 

power... 69 
Current ratio hoy 20 16 
Inventory 33 26 
Accounts receivable 13] 13 
32 | 45 
13 18 


66 | 81 
Capital stock, paper francs 66 | 93 
Bonds, paper francs 69 
Total capitalization, paper francs 65 | 87 





























TABLE XVIII 
THE TOOL, MACHINE, AND METALLIC-CONSTRUCTION INDUSTRY 








Financial Data 





Net profits, paper francs. . 
Net profits, purchasing ower 
Percentage of net profits 
out in dividends 
Depreciation and reserves, paper 


Depreciation and reserves, pur- 
chasing power 

Net working capital, paper francs 

Net working capital, ene 


Current ratio. 


Accounts receivable 
Portfolio. . 

Cash and in banks. 
Accounts payable. 
Notes payable. ..... 
Due to banks 


Capital stock, paper francs. 
Bonds, paper francs 
Total capitalization, paper francs 
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TABLE XIX 
THE COAL INDUSTRY 








Financial Data 





Net profits, paper francs 56 
Net profits, purchasing power. . 5° 
Percentage of net profits paid 
out in dividends 54 

Depreciation and reserves, paper 
38 


Depreciation and reserves, pur- 

chasing power 32 
Net working capital, paper francs 7° 
Net working capital, purchasing 
62 
Current ratio 43 
Plant and equipment, paper 
61 
Capital stock, paper francs 69 
Bonds, paper francs 34 
Total capitalization, paper francs 65 





























TABLE XX 
AUTOMOBILE INDUSTRY 








Financial Data 





Net profits, paper francs 

Net profits, purchasing power 

Percentage of net profits paid out in 
dividends 

Depreciation and reserves, paper francs 

Depreciation and reserves, purchasing 
power 

Net working capital, paper francs... . 

Net working capital, purchasing power 

Current ratio 


Cash and in banks. 

Accounts payable... . 

Due to banks , 

Plant and equipment, paper francs. . . 
Capital stock, paper francs 

Bonds, paper francs 

Total capitalization, paper francs 
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TABLE XXI 
DEPARTMENT STORES 








1919-| 1920- ae eee 


Financial Data 
20 21 22 23 








Net profits, paper francs 81 | 52] 75] oF 
Net profits, purchasing power 81 | 59 | 108 | 116 
Percentage of net profits paid out in 

dividends 53 | 118 | 77] 78 
Depreciation and reserves, paperfrancs| 147 | 44] 50| 60 
Depreciation and reserves, purchasing 

power. . , 148 | 5s0| 69] 75 
Net working capital, paper francs....| or | 123 | 97 | 101 
Net working capital, purchasing power| 86 | 133 | 132 | 116 
Current ratio 44| 471 44| 46 
Inventory ..-| 61 53} 42] 41 
Accounts receivable... . 18 14 16 19 
Notes receivable. ...... | 2 2 9 6 
i 10 | 20] 20] 18 
Cash and in banks. dea 9] mi] 13] 16 
Accounts payable. . . 77 | 80| 81] 8 
Notes payable. ... oof 86 10 12 13 
; 9 10 8 7 
Plant and equipment, paper francs ...| 50 | 75 | 85]! 97 
Capital stock, paper francs 64 | 92] 92] 105 
Bonds, paper francs 106 | 105 | 103 | IOI 
Total capitalization, paper francs 73 | 96! 96] 102 


























TABLE XXII* 
INDICES OF PRODUCTION 








Industry 1919) 1920) | 7923) 1922) 1923 3024) 1925) 1926) 1927) 1928 1929) 1930 








85] 93) 103) 102] 111) 115) 111 
42 99} 107] 120) 119) 134 | 135 
Textiles. 60 | 66 88} 91) 97) 80) 99 
Iron tools and ma-| 
62 113] 104] 122) 107| 128 


64 47 134) 122| 122) 81) 118 
| 62 72 79) Q5| III] 119} 130) 13I|.... 
Automobiles. . . . 62 | 238 255) 310 423) 461) 543) 524) 610 



































* Source, except coal: Statistique Générale de la Penge, Indices généroux du 
en France (Paris: Imprimerie Nationale, 1932), p. 97. a See and Jaffé, op. cit., > 225. The 
base year is 1913, calculated to allow for the new _— to France after the Treaty of Ver- 
sailles. A description of these indices is given in both Ogburn and Jaffé, op. cit., pp. 586-89, and the 
publication of the Statistique Générale cited above, pp. 27-33. 
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TABLE XXIII* 
INDICES OF WHOLESALE PRICES 





2 oe - 


Commodities | ann 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 
' | ' 





= 
| 
| 





703 
286 | 445 | 396 | 390 | 569 
Textiles 419 | 696 | 335 368 | 684 | 763 | 882 
Chemical products 388 | 485 | 400 | 346 | 369 388 | 427 | 584 
Coal | 498 | 424 | 368 | 307 | 411 | 411 ha 542 

| 


| 408 | 600 | 316 


General wholesale prices | 356 | soo | 345 | 327 | 419 | | §50 | 





* The index of general wholesale prices— tom 1913—was computed by taking the index on the rgo1- 
10 base, which is regularly published in the Bulletin + la Statistique Générale de la France, and dividing 
through by the average price for 1913. The index of textiles—base July, 1914—was taken from Indices 
généraux du mouvement économique en France, p. 120. The others were computed from data presented in 
the Bulletin de la Statistique Générale de la France (1919-26), in which are published the indices for the 
individual commodities composing the generai index of wholesale prices— base 1901-10. They were 
transferred to the 1913 base by dividing through by the average price for this year. The index for 
coal consists of but one grade of coal. That of iron is composed of the average of the indices for both 
wrought and pig iron. The chemical-products index is an average of the indices of alcohol, sodium car- 
bonate, and um nitrate. 
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WORKMEN’S COMPENSATION EXPERIENCE IN 
OHIO DURING THE DEPRESSION’ 


HE emphasis given to unemployment insurance today, 
while in itself commendable, presents the danger that in 


our enthusiasm for it we may neglect to observe the cur- 
rent developments taking place in established branches of social 
insurance. In this country, workmen’s compensation has been 
developed more fully than any other type of social insurance. 
Since all branches are interrelated, data and techniques devel- 
oped in connection with one kind of insurance are often applica- 
ble to the other. The data and statistical information concerning 
proposed unemployment insurance are often derived from the 
cost experience and administration of workmen’s compensation. 
Some of the unemployment insurance plans are based directly 
upon the existing workmen’s compensation structure. It is, there- 
fore, important that we carefully consider our experience with 
workmen’s compensation, especially during the years of the com- 
mercial and industrial depression, before we set up new insurance 
schemes. 

The discussion here presented will be concentrated upon the 
problems arising, in connection with workmen’s compensation in 
Ohio, from the economic depression, and the efforts made to cope 
with depression conditions. A number of factors make the Ohio 
workmen’s compensation system particularly worthy of study. 
Its system ranks among the oldest in the country. The Ohio stat- 
ute makes workmen’s compensation compulsory for all employ- 
ers who employ three or more employees. This legal provision 
results in a very wide experience. In addition, all employers sub- 
ject to the compensation law must seek coverage with the state 
(except self-insurers). As a result, the Ohio compensation fund is 
the largest carrier of workmen’s compensation in the world. Ohio 
may well serve as a representative state because of the diversity of 

* This article was written in August, 1933. Recently Governor White has ap- 
pointed a committee to investigate many of the points discussed. 
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her industries both in size and character. Since the selling of 
workmen’s compensation is a monopoly of the state in Ohio, 
statistical information based upon her compensation experience 
may be expected to be more inclusive and comprehensive, and 
perhaps less inaccurate, than could be obtained in most jurisdic- 
tions." 

Because of the close connection between the workmen’s com- 
pensation system and the medical and legal professions as well as 
industry, economic conditions affecting industry and those profes- 
sions are very definitely reflected in the operation of the com- 
pensation system. Moreover, the compensation fund, the income 
of which is invested in the securities of the state and its political 
subdivisions, is deeply affected by the financial conditions existing 
in the securities market. Only in the light of this close and intri- 
cate relationship can one understand the tremendous problems 
which the Industrial Commission of Ohio has been facing. 


INDUSTRIAL PROBLEMS 
The industrial difficulties which affect the Ohio compensation 
system most directly are: 


1. Reduction in the number of employees. 
2. Reduction in the wages paid to employees. 
. Increase in the number of irresponsible employers who seek 
to evade the compensation law. 
. Unemployment leading to an increased number of revived 
compensation claims. 


The first three factors mean decreased premium income for the 
compensation fund. The last factor results in increased work for 
the Industrial Commissior and, if the claims are successful, in 
increased disbursement from the fund. 

All Ohio industries taken together furnished employment in 
1929 to a monthly average of 1,307,000 employees (including wage 


ma“. . . The unusual completeness of Ohio figures on total employment... . 
is due to the fact that the selling of workmen’s compensation insurance is a monop- 
oly of the state.”” Clarence A. Kulp, “Calculation of the Cost of Unemployment 
Benefits for Pennsylvania and Ohio.’’ Best’s Insurance News (Casualty Edition), 


June 10, 1933, Pp. 65. 
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earners, office clerks, and non-traveling sales people, as reported to 
the Division of Labor Statistics, Department of Industrial Rela- 
tions). The combined wages for these employees in 1929 amount- 
ed to $1,925,600,000.? There were 164,400 fewer workers carried 
on the payrolls in December, 1930, than in December, 1929, while 
the total earnings during this period decreased $323,600,000.? By 
the close of 1931 there were 332,700 fewer employed than in De- 
cember, 1929, and earnings had decreased $704,500,000.? Wage 
and salary payments, of course, declined more sharply than em- 
ployment. Employment in 1930 was about 11 per cent less than 
in 1929, but wages and salary payments?’ dropped 17 per cent; in 
1931 employment was 24 per cent less than in 1929, while total 
earnings were 36 per cent lower.’ These are important data in 
connection with workmen’s compensation, since they tend to show 
that a more rapid decline in wages than in employment means a 
rapid decline in premium income, which is largely based on the 
payroll, while compensation disbursements from the fund do not 
decrease so rapidly since employment, and hence exposure to in- 
dustrial hazards, has not dropped in the same proportion. 

The Ohio compensation law provides benefits during the period 
of temporary total disability amounting to two-thirds of the aver- 
age weekly wage, but not to exceed $18.75 per week. This provi- 
sion means, of course, that injured employees, whether they earn 
$30 or $40 per week, cannot receive more than the maximum 
compensation. Malingering might thus be reduced to a minimum 
because workers would prefer full wages to $18.75. In a period, 
however, when wages are being reduced and when industrial es- 
tablishments are either temporarily or permanently ceasing to 
operate, there is an increased tendency on the part of injured 
workers to attempt to secure compensation benefits for as long a 
time as possible, since no job may exist when the disability has 
terminated. Such a situation tends to increase the cost per claim. 

? Not including payments to superintendents and managers. 


3 The above data were secured from the Report of the Ohio Commission on Un- 
employment Insurance, Part I. “Conclusions and Recommended Bill,’’ November, 


1932, Pp. 23. 
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It also invalidates a commonly held opinion that compensation 
costs decrease during a period of reduce ndustrial activity. 

A similar situation exists among employers during a depression 
period. When industrial expansion is taking place and profits are 
rising steadily, employers are little concerned over the compensa- 
tion costs as an item in their expenditures. They are quite willing 
to conform with the statute and seek compensation coverage. 
This is not true when industry is undergoing economies and re- 
trenchments. The compensation cost looms as a more important 
item. During such a period, an increasing number of irresponsible 
and insolvent employers appear. The Ohio law provides that if an 
employee is injured in the course of employment and his employer 
has failed to insure with the state fund, he can still secure com- 
pensation benefits by presenting his claim to the Industrial Com- 
mission.‘ It is the duty of the Industrial Commission, through 
the services of the attorney-general and his staff, to collect from 
the delinquent employer the premium which has not been paid, 
and even to add a penalty prescribed by the statute.5 Quite often 
premiums due to the state fund cannot be collected. In the mean- 
time, the injured employee has been compensated from a special 
fund. The statutory catastrophe fund was reduced in 1931 from 
$2,346,899.06 to $1,883,563.35, mainly because of claims pre- 
sented by injured employees in the service of financially irre- 
sponsible employers. According to a recent announcement, the 
catastrophe and general surplus fund is now reduced to $115,- 
908.33.7 Undoubtedly the injured employee must be given con- 
sideration without regard to the type of employer he serves. At 
the same time it must be recognized that disbursements resulting 
from non-coverage claims place a heavy financial burden on those 
employers who are covered—which tends to discriminate unfairly 
in favor of the irresponsible employers. 

Another factor arising out of the industrial situation which has 
tended to increase compensation costs is the revival of old claims. 
Under the Ohio statute a claim involving industrial injury must 


4 General Code, Secs. 1465-74. 5 Ibid., Secs. 1465-694. 

® Ohio State Medical Journal, XXVIII, 659-67. A 15 per cent increase in pay- 
ments made to claimants in the service of uninsured employers was noted. 

7Columbus Evening Dispatch, August 1, 1933, B. 1. 
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be presented to the Commission within two years of its occur- 
rence,* or, if the claim involves an occupational disease, presenta- 
tion must be made within four months of the medical diagnosis.° 
Once a claim is properly presented, it may be brought forward any 
time thereafter for modification or change in award."® A great 
number of these revived claims have appeared during recent 
years. Unemployed workers, seeking any possible source of in- 
come, remind themselves, or are reminded by attorneys, of addi- 
tional compensation which may be secured. Old claims are ex- 
tremely difficult and expensive to handle. They require evidence 
and information which are often no longer available. Such claims 
tend to retard the rapidity of claim handling on the part of the 
Industrial Commission staff. The Ohio Legislature found it nec- 
essary to enact an amendment to Sections 1465-86 of the General 
Code which provides that claims presented longer than ten years 
after the last payment is made are invalid.” 

The Chief Actuary of the Ohio State Fund, Mr. E. I. Evans, 
writing in 1932, stated that the average compensation cost per 
claim had increased 6.7 per cent during that year, while the in- 
crease in cost during 1931 over 1929 amounted to 9.4 per cent.” 

The effect of the above industrial problems upon compensation 
costs is clearly shown in Table I. 


MEDICAL, HOSPITAL, AND NURSING PROBLEMS 


The Ohio Compensation Law permits the injured employee to 
choose his own physician. This provision is perhaps preferable to 
that in all other jurisdictions where the insurance carrier or the 
employer chooses the attending physician." It cannot be denied, 
however, that some serious abuses of workmen’s compensation 
may result through the connivance between the injured employee 
and an unscrupulous physician. According to the Ohio law medi- 
cal expenses are limited to $200, except in unusual cases when a 
larger expenditure may be made upon unanimous approval of the 

8 General Code, Secs. 1465-724. ° Ibid., Secs. 1465-72b. 

%© Ibid., Secs. 1465-86. The Industrial Commission has continuing jurisdiction. 

" Effective July 8, 1931. 

" Ohio State Medical Journal, XXVIII, 659-67. 

8 Harry Weiss, “Physicians, Insurance Companies and Injured Workers,” Amer- 
ican Federationist, May, 1933. 
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Commission.“ The latter clause has been liberally interpreted. 
It is not uncommon to find claims involving more than $200 in 
medical expenses. 

Medical costs are especially important in workmen’s compen- 
sation in Ohio. Claims involving a disability of less than seven 


TABLE I 


NUMBER OF CLAIMS* FILED AND THE COMPENSATION 
DISBURSEMENTS IN OHIO FROM 1922 TO 1932'S 








Claims Compensation 





1922-23 se seeeees 54,575 $ 5,236,596.11 
1923-24. . : 58,354 6,659,047 .34 
1924-25.... = 55,462 7,974,790.04 
are 63,516 8,758, 205.20 
1926-27... ere 65,396 9,265, 486.20 
Ee 59,753 9,596,215.18 
1928-29.... 68,041 10,078 932.83 

sees 62,775 11,491 ,907.58 
alae ee re 50,918 11, 876,276.50 
1931-32 ve eeee 43,709 12,230, 782.35 











a 
days receive no compensation in Ohio. As a result, more than 80 
per cent of the submitted claims are excluded from compensation. 
The law does not make the same provision regarding medical ex- 
penses. All injuries incurred in the course of employment are 
eligible for payment of medical expenses. These expenditures are, 
therefore, an important item in the cost of workmen’s compensa- 
tion. 

The fees which may be charged by physicians attending indus- 
trial injury cases are agreed upon between the Industrial Commis- 
sion (through its medical department) and the Ohio State Medical 
Association. Agreements on the cost of hospitalization services 
are also made with individual hospitals in the industrial areas. In 
general, one may say that the medical profession has been satis- 
fied with these agreements. 

"4 General Code, Secs. 1465-89. Medical expenses include fees to physicians, hos- 
pitals, and nurses, and the cost of medicine. 


8 Data derived from statistics furnished by the Chief Actuary of the Ohio Fund 
to the Ohio State Medical Association. See the Ohio State Medical Journal, XXVIII, 


659-67. 
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During recent years, the Industrial Commission has been great- 
ly concerned over the rise in medical costs per claim. The causes 
for this rise are not entirely clear. As might be expected, there are 
cases where unscrupulous physicians, finding difficulty in collect- 
ing fees from their patients during a critical economic period, 
would be anxious to prolong medical attention on industrial cases, 
payment for which would be more certain. In other instances, es- 
pecially in the smaller communities where the physician and the 
claimant are apt to be on close terms, there may be a tendency on 
the part of sympathetic physicians to prolong the period of com- 
pensation for the patient. As has already been noted, there is 
also an increased incentive to malinger during periods of economic 
stress. However, these cases do not sufficiently explain the rise in 
medical costs. 

In any case, a statistical analysis of various claims has disclosed 
an upward tendency of medical costs. The cost of “medical only” 
claims—those in which the disability is less than seven days and 
thus non-compensable, but for which medical, hospital, and nurs- 
ing services are paid—increased in 1931 Over 1929 about 13.5 per 
cent. The average cost per such claim in 1929 was $8.35, and in 
1931 it amounted to $9.47. Medical costs in all types of claims in- 
creased approximately 10 per cent in 1931, compared with 1930, 
and 21.5 per cent compared with 1925."° The situation is summa- 
rized in Table II. 

Statistics show that in prolonged cases the medical cost per 
claim during the second year of treatment was 67 per cent higher 
in 1931 than in 1925, about 50 per cent higher during the third 
year of treatment, and 150 per cent higher during the fourth year. 
For the five-year period preceding 1931, there were 1,163 cases in 
which the medical cost had exceeded $1,000, compared with 1,033 
such cases for the same length period ending in 1930—an increase 
of 12.5 per cent. Among cases not over five years old, there were 
two whose cost exceeded $20,000 and eight which had a cost be- 
tween $10,000 and $20,000. One case, less than two years old, had 
already cost $10,000." 


© Ohio State Medical Journal, XXVIII, 659-67. 
7 See Ohio State Medical Journal, XXVIII, 659-67. 
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LEGISLATIVE AND JUDICIAL PROBLEMS 


Since the Ohio compensation system is based upon the work- 
men’s compensation law, any legislative changes made in this law 
affect the system. When the Ohio Legislature widens the scope of 
the compensation law, an increase in disbursements from the fund 
necessarily follows. Since 1929, the Ohio Legislature has added 
six occupational diseases to the compensable list.” In this in- 
stance, the increased expense to the fund has not been large. 
Other recent amendments have been more important. The maxi- 


TABLE II 


NUMBER OF CLAIMS FILED IN OHIO AND DISBURSEMENTS FOR MEDICAL, 
HOSPITAL, AND NURSING SERVICES FROM 1922 TO 1932” 








Medical Only Total Medical Expense Hospitals and 
Claims Claims* (Physicians) Nurses Expense 





1922-23...... | 121,050 176,427 $1 , 604,423.98 $ 427,645.89 
1923-24. 122,323 181,610 2,198,358.47 614,427.79 
1924-25... 123,299 179,645 2, 268,777.74 700,068 .97 
1925-26. . 142,551 207 , 103 2,568, 796.83 780,172.36 
1926-27. . 152,411 218, 862 2,813,555.23 874,551.47 
1927-28. . 146,361 207,134 2,935,418.84 1,060,707 . 89 
1928-29. | 170,141 239,441 3,074,752 .06 1,258,579.47 
1929-30. 179,335 243,341 3,682,181 .47 1 ,433,332-33 
1930-31. 132,Q11 185,075 3,390,547. 24 I, 500,928.56 
1931-32. 108,179 152,954 3, 208,673.12 1,524, 598.67 














* This column includes compensation and occupational disease claims as well as “medical only” 
claims. 


mum benefit for temporary partial disability has been increased 
from $3,750 to $4,000.” For certain permanent partial disability 
cases, the period of compensation has been extended." The com- 
pensation period for loss of a hand has been extended from 150 
weeks to 160 weeks, for loss of a foot, from 125 weeks to 140 
weeks; and for loss of an arm, from 200 weeks to 215 weeks. The 
maximum for funeral expenses has been increased from $150 to 
$200.” These legislative enactments mean increased compensa- 
tion costs. 

Quite as important as legislative action, and working in the 


8 Three of these afflictions were added to the list July 21, 1929. The other three 
were added July 8, 1931. Ohio now has a total of 21 compensable occupational 
diseases. 

19 See footnote to Table I. 

2° General Code, Secs. 1465-80. Effective July 8, 1931. = Ibid. 2 Ibid. 
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same direction, is the tendency of the judiciary to construe and 
interpret the compensation law as liberally as possible. This tend- 
ency has been noted throughout the country.*? In Ohio, the In- 
dustrial Commission acts as a quasi-judicial body. It has com- 
plete jurisdiction over a claim. Only when a claim has been dis- 
allowed, can it be appealed to the courts. The Industrial Commis- 
sioners interpret the law liberally. Controversial claims are given 
close attention. Despite the liberality of the commissioners, cases 
which have been disallowed or had the compensation terminated 
by the Commission are often allowed by courts and juries when 
they are appealed or reviewed. In addition to the costs of litiga- 
tion, such cases are expensive to handle. They greatly increase 
the cost burden of compensation. During the year 1931 there 
was an 18 per cent increase in the number of claims which require 
reserves, due to appeals to the courts after disallowance by the 
Commission.”4 
THE FINANCIAL ASPECT 

All of the foregoing factors have involved the Ohio compensa- 
tion system in a number of serious financial difficulties. For a 
long time the Ohio fund boasted of its strong reserves, at times 
exceeding $50,000,000. Employers could not understand the 
need for such a huge fund. They argued that the size of the fund 
indicated the extent to which the premium rate was excessive. 
The employers confused “reserve” with “surplus.” The two 
terms are not synonymous. In workmen’s compensation, it is 
necessary to set aside sums of money to meet liabilities (a large 
share of which are definitely known) extending over a number of 
years. An actuarial audit of the Ohio fund made in 1926 found 
that “. . . . the income of the fund has been no more than rea- 
sonably sufficient to meet the demands upon the Fund.”” The 


*s Clarence W. Hobbs, “The Attitude of the Courts in Construing the Workmen's 
Compensation Act,’’ Proceedings of the Casualty Actuarial Society, XVIII, 269. The 
discussion on this topic can be found in Vol. XIX, pp. 146-58. 

*4 Ohio State Medical Journal, XXVIII, 659-67. 

*S Sixth Annual Report of the Department of Industrial Relations of Ohio (July 1, 
1926—June 1, 1927), Pp. 19. 

* Actuarial Audit of the Ohio State Insurance Fund (filed August 13, 1926, by 
Miles M. Dawson & Co.). Issued by the Industrial Commission of Ohio and the 
Department of Industrial Relations. See p. 11. 
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actual unassigned surplus at that time amounted to $2,002,- 
922.85.?? 

The investment of the reserves is definitely prescribed by law, 
being limited to securities issued by the state and its political 
subdivisions. While this limitation is intended to provide se- 
curity, it has not given sufficient protection during the period of 
the critical financial situation. It may be that the investment of 
these reserves is too narrowly limited and does not provide suffi- 
cient diversification. At any rate the record of these securities is 
not very bright.** Defaults in interest and principal are not un- 
common. The value of these securities has undergone severe de- 
preciation. The Commission has been reluctant to sell these se- 
curities in a depressed market. Despite this reluctance, it has 
been necessary to sell some $15,000,000 worth of securities in 
order to secure cash with which to carry on the functions of the 
Commission. The nation-wide banking holiday in March of last 
year and its subsequent results have added to the Commission’s 
difficulties.*? Some of the deposits are “frozen” causing a short- 
age of ready cash with which to carry on daily operations. At 
times the sending out of warrants and vouchers has ceased. This 
situation undoubtedly added greatly to the sufferings of injured 
claimants and their dependents. As a part of the emergency legis- 
lation enacted by the Ohio Legislature, the Commission was 
authorized to borrow up to $10,000,000 on its securities. How- 
ever, the Commission found that such borrowing entailed 4} to 5 
per cent interest charges whereas the Commission receives onlv 
one per cent on its inactive accounts.*° 

Mr. E. I. Evans stated that in 1930 the receipts, premium and 
interest earnings of the fund totaled $14,004,755.54, while the 
disbursements for that year amounted to $16,165,029.67, reveal- 
ing an excess of disbursements over receipts of $2,160,274.13. 
The deficit for 1931 was even greater. The total income for that 
year amounted to $11,544,899.14 and the total disbursements 


7 Ibid., p. 16. 


8 American Bankers Association Journal, May, 1933, p. 58. See table on “Muni- 
cipal Defaults.’’ Ohio ranked third highest in defaults of counties, cities and towns, 
and school districts: there were 70 defaults up to the first week of April, 1933. 


29 Ohio State Medical Journal, XXTX, 377-80. 3° Ibid. 
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were $16,077,209.54, a deficit of $4,532,310.40. The figures for 
the first half of 1932 showed a deficit approximating $2,000,000." 
According to a recent statement by the Commission, the fund 
received a total income last year of $8,140,584.09 while the expen- 
ditures amounted to $14,406,006.65, leaving a deficit of $6,26s5,- 
422.46. 


ACTION TAKEN BY THE INDUSTRIAL COMMISSION 


The extremely serious financial situation which developed early 
in the depression necessitated immediate action by the Industrial 
Commission. It was urgently necessary that the premium income 
conform more closely to disbursements. The Commission hesi- 
tated to increase the premium rate for employers who were al- 
ready facing difficult economic problems in their respective indus- 
tries. Despite this hesitancy, the step was unavoidable. In 1930 
the premium rate was increased 5 per cent; in 1931, 10 per cent; 
in 1932, 17 per cent. Recently the Commission announced a 28.8 
per cent increase in the premium rate, effective July 1, 1933.3 
The last general increase affected 561 classes of industry. In five 
industrial classes the premium rates were reduced, while in 11 
others they remained stationary. 

Another necessary measure was the reduction of disbursements 
from the fund. Claims were closely examined, especially border- 
line cases demanding compensation or medical payments. On 
May 24, 1933, the Commission instructed the Medical and Claims 
Departments that all medical bills dated April 1, 1933, or later, 
ypon approval, should be subjected to a 20 per cent deduction, 

<cept bills not in excess of $3.00 for initial services rendered fol- 
lowing an injury. In addition, a complete revision of the medical 
fee schedules was made. 

The chief of the Division of Workmen’s Compensation an- 
nounced in March, 1933, that, in order to reduce operating ex- 
penses $140,000 for 1933, a 20 per cent reduction in personnel 
would be necessary.*4 The number of employees dismissed during 
the past two years totals 184. He also indicated that a 17 per cent 
reduction in salaries would be necessary. 


* Ohio State Medical Journal, XXVIII, 659-67. 
» Columbus Evening Dispatch, August 1, 1933, p. 1. 33 Ibid. 
4 The Columbus Evening Dispatch, March 12, 1933. 
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CONCLUSION 

At the present time, the Ohio State Insurance Fund is under- 
going an actuarial investigation.** Miles M. Dawson and Com- 
pany of New York City is making the audit. This organization is 
quite familiar with the Ohio compensation system, having made 
investigations in 1919 and in 1926. Some of the most recent action 
taken by the Commission is a result of this actuarial audit. 

The foregoing recital of difficulties and problems confronting 
the Ohio Industrial Commission may be considered by some as 
an indictment of the exclusive state-fund principle in workmen’s 
compensation. The author wishes to take exception to this opin- 
ion. The compensation experience of private casualty carriers has 
been extremely unhappy during the past few years. They have 
found it necessary to make sharp upward revisions in the premi- 
um rates. Many of the non-participating companies have shown 
heavy deficits.*° There is even a serious consideration among 
some casualty insurance carriers of giving up workmen’s compen- 
sation insurance. It is not the intention of this paper to enter into 
the highly controversial topic of private carrier versus state com- 
pensation insurance. Nor can we enter into a discussion of the 
actuarial problems of premium rate-making. The chief purpose 
has been to point out the serious situation involving one type of 
social insurance. Workmen’s compensation experience during the 
years of the depression should serve to throw some light upon the 
problems which may grow out of other social insurance activities 


during such a period. 
Louis LEVINE 


Ouro STATE UNIVERSITY 


35 Since the writing of this article, the audit has been completed and the report 
published. The significance of this report lies in its omissions. 

3° W. W. Greene, “Is the Rate-Making Plan the Chief Trouble with Workmen’s 
Compensation?” Best’s Insurance News (Casualty Edition), July 10, 1933, pp 


131-36. 





ROBINSON’S ECONOMICS OF IMPERFECT 
COMPETITION: 


T CANNOT be repeated too often that the case of perfect com- 
| petition owes the fundamental importance which it always had 
and still has in economic theory to certain properties characteristic 
of it and neither to any tendency in the facts to conform to it nor any 
“desirability” of the state of things it depicts. From the beginning of 
scientific analysis of economic phenomena until comparatively recent 
times most economists would, it is true, have based the claims of free 
competition on the latter two grounds, the first of which we now all 
agree to be untenable, while the second is simply another illustration of 
how difficult it is in our field to acquire a scientific habit of mind. Their 
work, however, is not invalidated by these facts. For by virtue of 
those properties the theory of perfect competition still remains a useful 
and almost indispensable background with which to compare, and 
therefore by which to understand, any other situation, how>ver far re- 
moved it may be from it. In view of the fact that some of our institu- 
tionalist friends are still known to harbor a belie’ that a typical theo- 
rist believes in free competition as a fact or, still worse, that he “advo- 
cates” it, it may even not be superfluous to point out that the theory of 
free competition is the only avenue to a rational theory of planning and 
of centralistic socialism. 

In the course of the nineteenth century the theory of another case 
emerged with the slowness characteristic of a science which has proved 
so little attractive to true scientific talent: the “model” of free com- 
petition was supplemented by a “model” of perfect monopoly. That is 
to say, the two were set up side by side without much connection be- 
tween them, the implication being that monopoly was in the nature of 
an exception. This is not true of Cournot, the great father of the the- 
ory who, on the contrary, made it the starting-point from which to 
proceed towards the other limiting case. But it is eminently true of 
Marshall and Edgeworth, who also afford examples of the common 
practice of the time of looking at the whole stretch of ground between 
the two limiting cases as rather unsafe and incapable of yielding de- 
terminate results. As the majority of practical cases lie on that stretch 

* The Economics of Imperfect Competition. By Joan Robinson. London: Mac- 
millan and Co., Limited, 1933. Pp. xii+352. 18s. (New York: Macmillan Com- 


pany, $7.20). 
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of ground, this position was of course highly unsatisfactory. Things 
look still worse as soon as we realize that the case of free competition 
cannot be looked upon as an approximation, and that it becomes a dis- 
tortion of what it is meant to describe if its assumptions are not ful- 
filled exactly. To complete our discomfiture, analysis of these assump- 
tions and the resulting correct formulation of them reveal the fact that 
they are much farther removed from reality and much less likely to be 
fulfilled than even Marshall probably thought. 

Two things had to be done and have been substantially accom- 
plished during the last decade. For any science or part of a science, the 
first task always consists in establishing the logical autonomy of its 
field, or rather the conditions under which there is logical autonomy. 
In economics this involves the question of determinateness of equilib- 
rium. The position arrived at in the nineteenth century and vigor- 
ously voiced by Edgeworth had to be revised. This was done by 
starting anew from Cournot’s treatment of duopoly, “oligopoly” (the 
latter term is Chamberlin’s), and bilateral monopoly. As the reader 
knows, the result was that various classes of important cases do, and 
others do not, yield determinate equilibria in a sense similar to that in 
which the monopoly-price is determinate: for we must never forget 
that the equilibrium of perfect monopoly does not carry guarantees for 
its realization as stringent as those inherent in the mechanism of per- 
fect competition. 

Not all of the economists, however, who have worked in this field 
started primarily with the question of determinateness of equilibrium 
in imperfect competition, but some directly proceeded to forge tools 
for, and to establish propositions about, the behavior of firms in im- 
perfect competition, without first settling the question of equilibrium. 
Practice has shown this to be possible to a larger extent than we should 
expect, so that we may class this kind of work as a special type fulfill- 
ing, along with the first type of investigation, a function of its own. 
Both kinds of contributions together contain the elements of a very 
complete picture which the time has probably come to put into a sys- 
tematic form. But even without having it before us as an architectonic 
whole, we can see how many important problems this new body of 
analysis will have to face, and how powerfully our general outlook on 
the economic process will be affected by it. To mention but one in- 
stance, as soon as we realize the implications of imperfect competition 
all presumption vanishes for some of those effects to emerge which we 
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used to attribute to the normal working of an economic society which | 
in common parlance would still be called “‘competitive.”” Our theorems 
about maximum satisfaction or maximum national dividend cease to 
hold true and the list of cases in which collective political action can 
increase both of them becomes so extended as to make these cases the 
rule rather than more or less curious exceptions. Views which our pred- 
ecessors smiled at and which they considered as slips of the untutored 
mind turn into established theorems. And if it be part of our business 
to advise on questions of economic policy, then this advice would in 
very many cases have to be the exact opposite of what it was twenty 
years ago. Perhaps it is but natural that this should be interpreted as a 
breakdown of scientific economics, by a public (which term here covers 
many professional economists) which never got out of the habit of 
associating economic theory with liberalism in the nineteenth-century 
sense. The public always does so interpret any striking development in 
any science. On the other hand, some of the best economists of our 
times display a tendency towards committing in their turn the Ricard- 
ian error of rushing prematurely to practical applications and stand a 
good chance of again discrediting our science thereby. It is neverthe- 
less but fair to state that we owe substantial progress to the works of 
all the theorists of imperfect competition, among whom Mrs. Robinson 
in this book establishes a claim, certainly to a leading, and perhaps to 
the first, place. 

The book is indeed an admirable performance, both by virtue of its 
pioneer achievement and by the energy and straightforwardness of its 
exposition which eminently qualify it for classroom use, at least for 
such teachers as do not think it their duty to deal with their students 
as if they were feeble-minded. It is remarkably free from the blemishes 
(and flourishes) which so often disfigure and impair exposition of theo- 
retical work. Its results, never irrevelant, mostly interesting, often 
novel, are presented in a thoroughly workmanlike way. It is an excel- 
lent example of what serious theory should be and well lives up to the 
standard of rigor set by the author in a pamphlet entitled Economics 
Ts a Serious Subject (1932). As in the case of E. H. Chamberlin’s book, 
the delay in publication has deprived it of some of the formal claims to 
priority which it would otherwise have had, but we are gainers thereby. 
For we have now before us in addition to the individual gifts we owe to 
Chamberlin, Harrod, Robinson, Schneider, Shove, Sraffa, Stackelberg, 
Zeuthen and others, also what they contributed jointly in the settings 
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peculiar to their different mentalities, and this is much more useful and 
stimulating than the results of a “planned economy”’ would have been 
in this case. Mrs. Robinson’s genuine originality stands out from the 
whole perhaps better than it would if her book stood alone. 

The discovery which was to be the master key to a well-stocked store 
of tools of analysis is as simple and was as overdue as most useful dis- 
coveries are. It consists in recognizing that the derivative of total 
money expenditure on a commodity with respect to the quantity of the 
commodity may serve as well as does the derivative of total money 
cost with respect to quantity, our old friend marginal cost, and that it 
was quite illogical behavior on our part to work with the latter and to 
ignore the former, the marginal revenue, as Mrs. Robinson calls it. 
The demand function or, as its new and less honorific title is, the aver- 
age revenue function, dropped back into its proper place and the whole 
demand-supply schema gained in symmetry. Much more important 
than this, the whole analysis of the pricing process acquired an unex- 
pected unity covering the limiting cases of perfect competition and 
perfect monopoly, and ceased to be the patchwork it was for such a 
time. A single formula now gives the price for all cases (price equal to 


marginal revenue times me ) . Anybody at all familiar with the his- 


tory of theoretical physics will agree that the typical performance it 
records is exactly of this kind. 

To this instrument the author adds many others of lesser but still 
great importance, one of which may be mentioned here. If y=f(x) be 
the equation to the demand curve, then " ap is the expression of the 
flexibility, the reciprocal of Marshallian elasticity. As it stands to 
reason that the behavior of the second derivative enters into the solu- 
tion of many important problems, it is obviously desirable to have a 
similar expression which contains it. By a simple argument (p. 40 n.) 
xf’’ (x) 
f’ (x) 
very useful indeed, for instance in dealing with problems of discrimina- 
tion (Book V), a subject which Mrs. Robinson may justly be said to 
have put on a new footing. She calls it by the self-explanatory name 
of “adjusted concavity.” 

In justice to the book we must always bear in mind, first, that be- 
sides being very much more it is also a textbook, the work of a mind 


the author arrives at the expression which practice proves to be 
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eminently gifted for, and almost passionately fond of, teaching. To 
this are due many simplifying assumptions which, looked at from an- 
other standpoint, would be unnecessary, and which in some points 
seriously impair the generality of the argument. Great sacrifices are 
cheerfully made by the author to secure elementary treatment and to 
avoid anything beyond the reach of very scanty acquirements. But if 
the reader be tempted to complain occasionally about those two-vari- 
able functions, lending themselves to illustration by plane curves, he 
should not forget that they teach certain fundamental truths just as 
well as, and better than, more complicated methods would and that 
this is probably all that can efficiently be put across to the beginner. 
We probably get fewer and less perfect results than the author could 
have derived by more advanced technique, but we also owe to her 
severe self-denial one of the best textbooks ever written. 

Second, justice requires us to bear in mind that the book is Mar- 
shallian to the core. Everything about it is Marshallian: the ap- 
proach, the fundamental “‘conceptual scheme,” the manner of reason- 
ing, the starting-points* as well as the goals, even the general social 
vision (although somewhat “‘modernized”) which floats about it. The 
author steps out of the Cambridge circle only as far as the marginal 
revenue curve makes it necessary to do so by virtue of the fact that it 
was simultaneously discovered by a number of economists outside of 
Cambridge. But on no other occasion. She even fails to pay her re- 
spects to Cournot. Excepting her recognition of Mr. Harrod’s work in 
her special field, she found even Oxford too far off—for she does not 
mention or use the indifference curve. And Walras and Pareto have 
not written for her. Hence her analysis is strictly an analysis of partial 
equilibria of single firms or industries. The complement of it is not 
general equilibrium in the Walrasian sense but analysis of “total 
output” which, as we know from her interesting article in the first 
number of the Review of Economic Studies, is made to coincide with the 
theory of money. This is not meant to imply adverse criticism. I am 
too strong an admirer of Marshall’s teaching to mean that. I also 
admire too much the vigorous contour lines of the analytic system 


* Including the famous blades of the scissors—than which there is no better ex- 
ample of how perfectly even a great man can misunderstand what he does not like. 

3 These industries must be “‘small’’ ones for some purposes though not for all. 
But although the requirement of smallness is not absolutely stringent, it is a deli- 
cate question how far it may be stretched. 
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which I conceive to be Mrs. Robinson’s. For part of our way her ma- 
chine works more efficiently than any other would, but it is none the 
less true that it stops of itself after a certain point and that it does so 
not only, as Mrs. Robinson herself emphasizes, because its parts are 
as yet imperfect, but because of imperfections inherent to its funda- 
mental design. 

The author, primarily wishing to teach a technique, relegates to 
digressions (chaps. viii, x, xvii, and xx, to which we must add the im- 
portant Appendix) the many contributions she makes to general the- 
ory. We cannot enter here into the numerous merits of these digres- 
sions or into the few points in them which seem less satisfactory, such 
as the placing of a capital measured in monetary units side by side with 
labor and land both measured in “‘corrected natural units” (p. 332), or 
the handling of the concept of normal profit, which cannot but form a 
center of difficulties in any theory of imperfect competition.‘ Instead, 
I beg leave to make a more general remark. The author’s positive 
mind is averse to controversy about fundamentals, and the very ex- 
cellence of her achievement shows how much more useful this attitude 
is for our science than the exasperating slant of some of us towards 
“Grundlagenforschung’’—so out of place in a science still in the pioneer 
stage. But in some points it limits the scope of her work, and it need- 
lessly exposes it to objections in others. To give examples of both: Mrs. 
Robinson keeps up (rightly, I think) the Marshallian tradition with 
respect to marginal utility. It would be highly unwise to do entirely 
without a concept which every day proves its vitality in spite of its 
critics by readily appealing and carrying meaning to the unsophisticat- 
ed mind of the beginner. But being aware of all the objections leveled 
against it, she brushes it aside as much as possible. Recent develop- 
ments in certain lines primarily associated with the name of Ragnar 
Frisch lend some support to the belief that the concept may prove 
again in future the heuristic value it undoubtedly has had in the past. 
The problems which may arise are precisely of the sort for which Mrs. 

4In perfect competition, normal profits are of course zero, excepting wages of 
management or returns to any other factors a business man may own. Some of 
Mrs. Robinson’s arrangements—reward of the entrepreneur to be independent of 
output, normal profits to be an element of cost—would lend themselves to interpre- 
tation in the sense of “earnings of management.” But this would not do, and so 
far Mr. Harrod (Economic Journal, June, 1933) seems right in taking an entirely 
different line. The surpluses incident to imperfect competition raise, however, prob- 
lems to which his analysis is not entirely adequate. 
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Robinson seems to have a special aptitude. And some parts of her 
work could have acquired additional interest by a less cautious reserve. 

Again, it has been said above that in the field of imperfect compe- 
tition it is possible to proceed very far without settling the questions 
surrounding determinateness of equilibrium in oligopoly and bilateral 
or even universal monopoly. But a stage is reached at which these 
questions become vital and further progress begins to imply a definite 
opinion about them. This is brought home to the reader at some points 
in the otherwise excellent chapters on the demand for labor and es- 
pecially in the chapter on “A World of Monopolies,” where the argu- 
ment does not get as far as it easily could. 

The first chapter, entitled “The Assumptions,” affords instances of 
the second group of dangers which beset the path of a workmanlike 
mind impatient of any loss of time and energy in the midst of questions 
of burning interest. If in spite of the presence of more urgent tasks we 
do want to look at our tools before using them, we must do so more 
thoroughly than it is done here, or we shall make existing misunder- 
standings still worse. Mrs. Robinson says that her fundamental as- 
sumption is “that each individual acts in a sensible manner in the cir- 
cumstances in which he finds himself from the point of view of his own 
economic interests.’”’ This is surely defining ignotum per ignotius and 
is hardly up even to Marshall’s normal business man, unsatisfactory 
though the latter construction is. The whole array of institutionalist 
objections is fully justified if set on this definition. As in the sentence 
immediately following the author contrasts the behavior which her 
definition is to characterize with “neuroses” and “confused thinking,” 
it is difficult to resist the suspicion that she considers sensible action to 
be an unique and clear-cut type, of the nature of a statistical norm and 
invariant as to time, race, and place. Besides, her monopolist does not 
act up to her own standard, for he maximizes immediate gains, which 
can be “sensible,” even in the author’s sense, only in the rarest of cases. 
It would be easy, however, to apply adequate corrections, and all 
that it is necessary to say is that none of her positive results are invali- 
dated by that infelicitous turn of phrase which after all may perhaps 
even have some pedagogical virtues. 

Similarly the work has a claim to defense against its own author in 
the matter of considerations of social desirability and reflections of a 
mora! character. The author is quite frank about them and pleads 
guilty in a very straightforward way. It almost looks in places as if 
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she had set up her high ideal of scientific rigor for the very purpuse of 
faltering conspicuously in the face of it. Of course the case is not mend- 
ed in the least and such reflections are not made any more scientific 
by being called “ethical” in accordance with another Cambridge tradi- 
tion. For scientific ethics could itself be nothing else but descriptive 
and explanatory. But here again it is only the language and not the 
thought of the author that is unscientific. And it is easy to put things 
right by inserting at the threshold of the critical passages some such 
declaration as this: “I am the product of a certain time and place. As 
such I have certain ideas about what is desirable which any sociologist 
can satisfactorily explain in terms of my situation and personal and 
ancestral experience. It is my will now to reason as if those ideas had 
general validity, and then such and such consequences would follow.” 

A book of such range and power always leaves our minds with a 
question. Having been carried so far by this Virgil, where shall we go 
now? We may see “il sol ch’in fronte ci reluce,” but what are the 
things we have to do immediately? The answer seems to lie ready at 
hand. 

First, the element of time must be got hold of in a much more effi 
cient manner, if for no other reason because what people try to maxi- 
mize is certainly gain over time. And, as we know, this line of advance 
leads very soon to expressions admitting of periodic integrals. 

Second, the element of money cannot any longer remain in the 
background to which long and good tradition has relegated it. We 
must face the fact that most of our quantities are either monetary 
expressions or corrected monetary expressions, a fact which puts the 
index problem to the fore. 

Third, we probably all agree that our equilibrium analysis is really 
a tool for the analysis of chronic disequilibria. But if this be so we 
shall not be able to rest content with an analysis for which the shifting 
of a demand or supply curve is a thing which just happens and with 
which we can do no more than investigate its consequences. Certain 
kinds of shifts are amenable to rule or law and can be handled with rel- 
ative ease just as movements along a curve, and this means that we 
must build the economic cycle into our general theory. 

Fourth, in some lines of advance the time has probably come to get 
rid of the apparatus of supply and demand, so useful for one range of 
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problems but an intolerable bearing-rein for another. This should, in- 
cidentally, prevent us from forcing it on the theory of money, where it 


can in any case do but little good. 
JosepH A. SCHUMPETER 
HARVARD UNIVERSITY 


ather than a description of content. Her volume really con- 

tains more material on the theory of pure monopoly than on 
any other single subject. Strangely enough, considerable space is also 
devoted to the theory of perfect competition. To find anything at all 
about imperfect competition, one must search Mrs. Robinson’s pages 
with extreme diligence. Only in the last chapter, “A World of Monop- 
olies,’’ does the announced theme of the book become dominant. The 
author omits entirely any reference to Cournot or Edgeworth. In view 
of the renewed interest in Cournot’s theory and Edgeworth’s theory of 
imperfect competition, the omission is rather disappointing. The ap- 
parent failure of the book to live up to its title, however, must not be 
judged too harshly. The author confesses that her principal purpose is 
to devise a chest of analytical tools rather than to state definite princi- 
ples. The tools are used to great advantage in discussion of pure 
monopoly and perfect competition within isolated industries. One of 
the by-products of the newly awakened interest in imperfect competi- 
tion will surely be a clarification of the theory of pure monopoly and of 
perfect competition. The author has made a significant contribution in 
this respect as far as isolated industries are concerned. Yet her meth- 
ods of analysis seem entirely inadequate for the broader purposes for 
which they were intended. 

The author claims to have demonstrated new possibilities in eco- 
nomic reasoning by means of the concept of “elasticity” and the meth- 
ods of plane geometry. In the judgment of the present writer this 
claim is by no means realized to the extent the author supposes. Not 
only are her methods slow in reaching the heart of her subject; they 
result inevitably also in confusion and vagueness as soon as applied to 
the complex problems of imperfect competition. Mrs. Robinson is 
unable to determine the degree to which production may be limited 
by the competing monopolists who dominate her “world.” The prob- 
lem cannot be solved by anyone whose thinking is in the strait-jacket of 


[= title of Mrs. Robinson’s book is an expression of purpose 
r 
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plane geometry. The author makes first one guess at the solution and 
then another. In so doing she becomes involved—apparently at least— 
in contradiction. In her introductory case of monopoly régime, for 
example, assuming certain conditions of demand for commodities and 
certain conditions of supply for the factors of production, she guesses 
that production and sales of all commodities will be the same as under 
perfect competition; then she endeavors to prove that monopoly prices 
under these conditions are higher than competitive prices. “For in- 
stance, suppose that money wages of all factors of production remain 
the same, .... the price of all commodities must rise 

present writer is unable to understand how the monopolists can retain 
the same volume of business if they charge higher prices, but still pay 
the same or relatively lower wages. 

Mrs. Robinson is only partially aware of the limitations of her 
methods. Having described a method of determining the output of a 
monopoly in isolation, she declines to use it in discussion of “A World 
of Monopolies.” “The method which applies to one industry separate- 
ly cannot be applied to all taken together.” On the other hand, having 
derived in terms of elasticity of demand a formula regarding the price 
of a monopoly in isolation, she proceeds to make it the main basis of her 
observations on monopolies in competition with each other. Contra- 
dictions are almost certain to arise as a result of this inconsistent ex- 
tension of preliminar; conclusions. Asa matter of fact, there is no logi- 
cal justification for the application of any of Mrs. Robinson’s prelimi- 
nary conclusions to her final “World of Monopolies.” In her last chap- 
ter she has visualized great problems; but in her actua! analysis of these 
problems non sequitur peeps out between the lines of every page. Her 
concept of elasticity in her earlier chapters is a geometric concept, 
limited by at least one of two artificial assumptions, viz.: The prices of 
“all other” commodities remain constant, and/or the “supply” of all 
other commodities remains constant. Neither of these conditions ob- 
tains in “A World of Monopolies.”’ Before the idea of elasticity can be 
applied to any “world,” the concept itself must be enlarged. A change 
in the price of one article tends to bring about changes in the prices and 
sales of many others. The sales of the first commodity are influenced, 
then, not only by the change in its particular price in itself but also in- 
directly through induced changes in the prices and sales of other com- 
modities. By purely geometric methods, however, no analysis of any 
broader concept of elasticity is possible. The principles which govern 
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“A World of Monopolies” cannot be deduced by any number of dia- 
grams on a flat surface. Far too many variables are present, far too 
many interacting factors. The only thoroughly reliable method of 
analysis in this case, as far as the present writer can see, is the same 
general method which Walras and Pareto used in analyzing a world of 
perfect competition, i.e., the method of the differential and integral 
calculus and of simultaneous algebraic equations. 

Economists who speak the English tongue are strangely intimidated 
by mathematical symbols. To the uninitiated these symbols seem in- 
deed like cabalistic signs, the very handwriting of the devil; but long 
years of mathematical training are really not needed to learn their in- 
nocent use in economic theory. In far less time than is required for a 
thorough reading of Mrs. Robinson’s own volume any economist with 
a knowledge of elementary algebra can assimilate Irving Fisher’s 
Calculus for Economists. He will then have at his disposal a far more 
complete and keen set of analytical tools than will ever come out of a 
school geometry. Mrs. Robinson finds the work of other writers in her 
own field marred by excessive use of mathematical symbols. In the 
judgment of the present writer her own work is marred by too many 
diagrams. They fail to solve her ultimate problems. By the use of the 
very symbols she frowns upon her own work could be compressed (as 
well it should be) into much less space. Her principal contribution is 


not, as she supposes, a further development of technique but rather a 
more vivid statement of some modern economic problems. 


A. J. NICHOL 
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THE ECONOMIC HISTORY OF MODERN EUROPE— 
TWO NEW MANUALS: 


TEXTBOOK covering a long historical period is bound to be 
largely an explanatory arrangement of work originally done 
by others than the author. He cannot recheck so many re- 

sults, so he must have some knowledge of good craftsmen as well as 
some judgment concerning good craftsmanship—if his summary is to 
be of the competent grade called a “synthesis” in the jargon of histori- 
ans. A synthesis is too condensed to reproduce the details of events and 
their sequences. Without contradicting the facts, it must generalize 
them. Two new manuals of economic history illustrate the two favor- 
ite methods of achieving the necessary brevity. The products are 
strikingly different, considering that the objectives are presumably the 
same: (1) to explain the inherited, irrational, and maladapted features 
cf institutions evolved under earlier and different conditions; (2) in 
tracing this course of development to throw some light upon the process 
of change itself. 

Professor Nussbaum frankly ‘ollows Sombart in laying the fabric of 
generalizations before the reader with the materials arranged upon it. 
An attempt is made to point out the characteristic features of the cur- 
rent economic order and to trace their development in the European 
nucleus and their spread beyond. The blend of argument and narra- 
tive is carried along by a wealth of qualitative and quantitative illus- 
trations. Professor Day follows the more usual practice of keeping his 
principles of selection and arrangement largely to himself, except as 
they are suggested by the product. The prefatory statement that 
“something approaching the form of constitutional history” is intend- 
ed is never made any clearer; but it seems to refer to the division of the 
book into four selected political compartments: England, France, Ger- 
many, and Russia. Thus we find four little naticnal histories of agri- 
culture and manufacturing, with passing references to such “particular 
topics” as “commerce, credit and labor.” These narratives are for the 

* Frederick L. Nussbaum, A History of the Economic Institutions of Modern Eu- 
rope: An Introduction to “Der moderne Kapitalismus” of Werner Sombart. New York: 
F. S. Crofts & Co., Inc., 1933. Pp. xvi+448. $4.50. 

Clive Day, Economic Development in Modern Europe. New York: Macmillan 
Co., 1933. Pp. xiv+447. $2.50. 
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most part unrelated to one another and to the omitted history of the 
remainder of Europe and the world. The word “institutions” occurs in 
the Preface, yet there is little reference in the text to those stubbornly 
traditional modes of organization which give history its continuity. 

The choice of sample contemporary states as forms for the discussion 
breaks the continuity in the nineteenth century in the case of Germany. 
France is carried back sketchily into the eighteenth—Russia still less 
adequately. There are two chapters on England before 1800, with 
most of the emphasis on the “industrial revolution.’”’ Hence the word 
“modern” in the title really means “contemporary” except for some 
rather slight introductory material, arranged, as we shall presently 
note, in support of a highly debatable line of argument. 

By “modern” economic institutions, on the contrary, Professor 
Nussbaum means the same complex fabric of organization which Som- 
bart more briefly calls “modern capitalism.” Its premodern, prena- 
tional origins are traced in three succinct chapters on ancient and 
medieval economies. The first chapter on the modern period is a com- 
parative one on the state as an economic institution, especially during 
the early modern times which Professor Day does not treat at all. Nuss- 
baum thus tries to break away from the conventional forms of constitu- 
tional or political history and to find forms better adapted to economic 
materials. To him finance, trade, and labor are not incidental or “‘par- 
ticular” topics, but vital and co-ordinating members of the modern 
economic order. The structure of Professor Day’s book enables him to 
glide over such subjects as world-wide specialization and trade, finan- 
cial institutions, combination, monopoly, insurance, accounting, busi- 
ness cycles, standardization, social legislation, co-operation, standards 
of living, the history of prices, the migration of crops and industries, 
and the evolution of mechanical power—including the machine tools 
for producing and controlling it and the transport revolution which 
enabled the European economy to permeate the world. 

In form and structure Professor Day’s four summaries by nations 
differ from the syntheses of about 1900 mainly in the exclusion of the 
pre-eighteenth-century background. Not the “great inventions” (un- 
specified) or the “broader market” (p. 27) set off a new economic era, 
but the presence in England of “captains of industry” without counter- 
parts in any other country. By separating the accounts of France and 
England in the eighteenth century and emphasizing the differences 
rather than the similarities in production, he paves his return to the 
notion that an “industrial revolution” broke out rather suddenly and 
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quite exclusively in England around 1760, finding and leaving that 
country uniquely efficient. The argument against broad territorial 
specialization as a main factor in the concentration and mechanization 
of industry is not supported by the data given. Professor Day points to 
a badly designed graph of English foreign trade (p. 73), drawn practi- 
cally touching the base line on a plain arithmetic scale, as proof that 
“the expansion of commerce followed rather than preceded the great 
inventions.” A similar graph of French foreign trade from 1700 to the 
Revolution would show roughly the same thing: a growth of about five- 
fold along a remarkably straight trend line. Even the disastrous treaty 
of 1763, which gave Britain so much of the French colonial empire, 
produced a mere dip, corresponding with the simultaneous temporary 
bulge in the trend of English foreign trade. 

There is a sort of dividing line at the French Revolution, when the 
trained aristocrats of the French navy emigrated and England got con- 
trol of the sea; but the really sharp upturn in the trend of English for- 
eign trade came around 1850. It will occur to the economists that com- 
merce is not exclusively foreign, and that this confusion of a part with 
the whole is one of those logical tricks an author plays upon himself by 
trying to think of economic history in terms of political units. It was 
particularly the English market for cottons and bar iron which the 
English manufacturers captured from the Indians and the Swedes by 
learning to make quality goods. 

There is more than a little doubt about the economic effects of the 
“great inventions” before 1800. Professor Day’s table (p. 41) of 
“Steam Engines Built by Boulton and Watt” (1775-1800) totals only 
4,543 horse-power capacity, supposing that all were still in use at the 
close of the period. The caption is wrong—these were only the engines 
installed in England, exclusive even of Wales and Scotland. Those fur- 
nished to English cotton mills totaled only 1,382 horse-power. There 
is no attempt to compare these puny totals with the water- and wind- 
power then in use, least of all with the total output of work, including 
that of animals and human beings. Having asserted the importance of 
power frora fossil fuels, why not carry it forward to the time when it 
was relatively important? 

This failure to make quantitative statements in the relative terms 
which would give them meaning is a chronic fault of the foregoing book. 
There is a seven-year break (from 1847 to 1854) in the English foreign- 
trade graph mentioned above, just at the really sharp upturn. The sec- 
ond part, 1854-1913, should have been drawn on a semilog scale in 
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order to avoid exaggerating the rate of increase and obscuring the other 
main point: the rising import balance. A student untrained in statis- 
tics will be unable to translate this graph into its correct form and get 
the ideas it should convey; while a college Junior or Senior who has been 
exposed to graphic and tabular analysis will wonder why such tech- 
nique gets into print. This is merely a sample case. A table on page 88 
invites erroneous readings up to 12 per cent by failing to state whether 
its millions of tons are short, metric, or long. 

Space forbids the cataloguing of medium-sized rifts within the lute, 
but quantitative arguments like the one on page 294 are hard to pass 
without comment. Professor Day argues that during the inflation peri- 
od Germany “made no orderly approach to the problem” of building 
up manufactured exports to replace lost raw materials, equipment, and 
foreign investments in order to meet her obligations abroad. In sup- 
port of the statement that the country was “living on capital,” it is 
asserted that “by 1923 the exports had fallen below 20% of the 
level of 1913.” The only terms in which such a comparison can be made 
for the purpose of the argument are those of value, reduced to the mone- 
tary units and deflated to the price level of one year or the other. 
Stated in the gold marks of 1913 and at the price level of that year, the 
exports of 1923 were over so per cent of those of 1913, not below 20 per 
cent. The only way to get the author’s amazing ratio is to make the 
comparison in total tons, thus making a ton of binoculars equal to a 
ton of pig iron for the purpose of creating purchasing power abroad. 
Moreover, he gives the show away in the next paragraph by remarking 
that the export gains were “mainly in the class of finished manufac- 
tures,” which showed a marked rise as a percentage of the total—in 
value, naturally. In short, the author states a proposition, proves the 
contrary, and admits the correct answer within two paragraphs. If the 
adolescent who reads this book will hunt up the (uncited) raw statis- 
tics, he can find out with a pencil and pad that the value of German 
exports fell only about a third as fast as the physical volume; indicating 
the tremendous effort made to sell manufactures abroad. No mention 
is made of the difficulty of exporting continuously without being paid, 
or of the tariff discriminations written into the Versailles Treaty by 
Germany’s best customers. Even food for babes should be wholesome 
and nourishing, not merely palatable. 

From the standpoint of “teachability” in the strict sense of handy 
packaging—without reference to what is in the packages or whether 
they are unwrapped before being handed back—Professor Nussbaum’s 
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product is perhaps at a disadvantage. This is especially true if the stu- 
dent is very young; say of high-school or college-Freshman grade. It 
contains a great deal of economic history within a small compass. A 
mature student, or a younger one who really wants to learn, can be 
handed the book with confidence of good results—perhaps too good 
to be measurable easily in grade-points. It is not suited to large lecture 
classes of young and indifferent students; but the energetic teacher, 
even in a junior college, may be quite successful with it in groups not 
too big for some discussion. The book should not be damned for its 
intended use merely because it happens to be the first adequate digest 
of a great but long and untranslated German work. 

Professor Nussbaum’s reference lists could have been made more 
easily utilizable. For example, on page 106 there are a few specific ref- 
erences by pages or chapters; but the student will not get much com- 
fort from the mention at large of three German volumes by Lamprecht, 
three French ones by Fournier, and seven largely in undigested figures 
by Rogers. There are a few slips. The spinning jenny is attributed to 
Arkwright on page 82. It is stated on page 32 that only the landlords 
on medieval estates had money incomes; but also that these incomes 
were paid in part by peasants as rent. The peasant who paid out 
money regularly must also have received it somehow as income. 

There is too much old material in the references of both books. In 
spite of his heavy emphasis upon English industrial history, Day makes 
disappointingly little use of the newer work of Lipson and Clapham. 
Nussbaum writes a section on the precious metals (pp. 89-105) without 
even mentioning the recent studies of Earl J. Hamilton. Much of the 
journal material indicated as “important sources”’ by inclusion in Pro- 
fessor Day’s general list (pp. 419-39) is thoroughly antiquated. Pro- 
fessor Nussbaum goes in rather heavily for some pretty old German 
and French manuals. He does not always pick the best editions—for 
example, the French edition of Heyd is later and better than the Ger- 
man one. In spite of some minor faults— and perhaps several major 
ones faithfully reproduced from Sombart—Professor Nussbaum’s man- 
ual is a very good introduction to the most influential work on eco- 


nomic history written in our time. 
M. M. KnicHT 
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Le Salaire, V évolution sociale et la monnaie: essai de théorie expérimentale 
du salaire. By FRANGots SIMIAND. Paris: Félix Alcan, 1932. Vol. I, 
pp. xxxii+ 586; Vol. II, pp. 620; Vol. III, pp. xliv+152. Fr. 200. 
In his first volume Professor Simiand traces the movement of nomi- 

nal, money wages per day in France from the time of the Revolution 

of 1789 to 1930, and, ignoring relatively short-run cyclical variations, 
discovers the movement to consist of a characteristic alternation be- 
tween long-run upward swings (phase A), on the one hand, and ap- 
proximately horizontal or moderately downward trends (phase B) on 
the other. The intervals 1789-1815, 1850-80, 1900-1930, are subsumed 

under phase A; the periods 1815-50 and 1880-1900 under phase B. 

Simiand then proceeds (Volume II) to a systematic enumeration and 

investigation of economic and other factors which may possibly bear a 

significant relation to wages. He strives throughout after quantitative 

expression, but does not ignore those elements which do not lend them- 
selves to it. In his tables the numerical data are expressed by means of 
index numbers. In the diagrams, in which the time series for wages are 
confronted with those for other factors, the magnitudes are projected 
on logarithmic scales. For it is not with the course of absolute values 
that Simiand is preoccupied but with the relative trends of money wages 
and the other magnitudes. The original data, carefully interpreted, 
along with the numerous tables, diagrams, and a vast amount of biblio- 

graphical material, classified and evaluated, are given in Volume III. 

A twenty-three—page classified enumeration of sources is also contained 

in Volume I. 

On the basis of his data, Simiand looks for the presence of concomi- 
tant variations between wages and the other factors. Where these are 
approximated, he analyzes them in each case to discover which factor 
is cause and which effect. He finds a number of factors which in timing, 
if not in amplitude, correspond more or less roughly to the alternations 
between phase A and phase B which characterize the movement of 
wages per day. Those cases, where such factors appear to be effects of 
the movement of wages rather than the causes thereof, he relegates to 
one side for future consideration in connection with his theoretical ex- 
planation. For it is in the causes that his interest is primarily centered, 
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his aim being to find the most proximate cause which is not in its turn 
a mere effect of some other factor. By a process of successive elimina- 
tion he discovers that cause to reside in the factor, money. He then 
proceeds to the formulation of a theory of wages, i.e., to scientific ex- 
planation which he distinguishes from statement of causal relation. 
His theory of wages involves a mechanism in which the supply of 
money is but one of several elements. 

The crux of the theory is the irrational adherence of the worker to 
the high money wage per day attained at the peak of an upward trend 
in prices subsequent to the break in that trend, because of the slowing 
down of the rate of increase in the supply of money. This insistence on 
the maintenance of the money wage per day tends to be accompanied 
on the side of labor by the intensification of work and a temporary 
lengthening of the working day. But of much more importance is the 
repercussion of the worker’s attitude on the activities of the entrepre- 
neur. Here also there is a resistance to lower income which would tend 
to result from declining selling prices not accompanied by an apprecia- 
ble reduction of wages. To be sure, there is a weeding out of some of the 
more inefficient business enterprises. But in the main, the employers 
more than hold their own. The disproportion in the trends of wages 
and selling prices is more than counterbalanced by increased output. 
This heightened productivity, and ultimately the increased real income 
of the economy in general and of the worker in particular, is made pos- 
sible primarily by the introduction of an improved technology. The 
latter is in turn rendered feasible by the accumulation of capital during 
the previous years of high prices and high profits, and the continuous 
progress of science and the technical arts which had not been fully ap- 
plied during the reign of economic laxness which characterized the 
period of rising prices. Thus, while the advance in material welfare in 
France during 1789-1930 was effected in the main during intervals of 
phase B, this advance is to be explained only in the terms of the alter- 
nation between phase A and phase B. 

It is not merely a historical explanation of the trend of money wages 
in France or of the improvement in the material conditions of the 
French proletariat during roughly the last century and a half that Si- 
miand offers us, but a theory explaining the movement of wages and 
the mechanism of economic progress in all capitalistic countries. It is 
a theory of development arrived at by methods which are obviously 
different from those involved in the static formulations of neo-classical 
economics and the relatively dynamic formulations which are found in 
Adam Smith’s Wealth of Nations and the Ricardian economics of his 
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successors—a theory which has its origin and owes its verification, 
presumably, to a patient and exhaustive investigation of historical fact. 
The scope of Simiand’s pretensions holds likewise for the réle of the 
money factor as the most proximate and from the economic point of 
view relatively independent and arbitrary cause. It must not be as- 
sumed, however, that he is an exponent of the quantitative theory of 
money in its more extreme form. He is careful to point out that it is 
not so much with a decline in the amount of money that beginnings in 
the downward trend in prices are associated as with a decline in its rate 
of increase. He indicates further that at various stages in both phases 
A and B, the variations in the supply of money may be looked upon as 
constituting the effect rather than the cause of variation in prices and 
wages. He does emphasize, however, that with respect to the alterna- 
tion between periods of upward and downward trends in prices, in 
which all the elements of his rational explanation have their setting to 
an extent which we have hardly emphasized sufficiently, the initiatory 
element is the money factor. 

Simiand’s eminent position in contemporary French economics, and 
his claim that in this work is demonstrated for the first time the com- 
prehensive elaboration of a theory of wages by the methods appropriate 
to a science of fact, lend an interest to the work which transcends the 
scope of a theory of wages. It is because of these pretensions that he 
adds to the long title the subtitle, “Essai de Theorie Experimentale du 
Salaire” (italics mine). But obviously the methods of experiment are 
practically closed to the social scientist, particularly in such a venture 
as the present. That accounts for the 304-page methodological Intro- 
duction with which Volume I starts out, and which is further supple- 
mented by a sixty-page Postface at the end of Volume II. Taking as 
his premise that the natural sciences, more particularly the exact physi- 
cal sciences, offer a model of scientific procedure, he briefly describes 
this procedure, and then dilates at length on the technique which the 
social scientist, whose information is derived in the main from docu- 
ments, must follow if he is to obtain comparable results. He does well 
to emphasize the importance of the literal, material, analysis which is 
effected by the natural scientist by means of laboratory control. In the 
absence of such control, he states, the social scientist must depend in 
part on the variations which a comprehensive historical survey of his 
material offers him, but to a much greater extent on the analysis 
effected by the mind. Those who are familiar with the explicit and im- 
plicit emphasis on operational definition which characterizes modern 
physics will recognize that Simiand here makes such a tremendous leap 
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as to render them skeptical concerning the alleged analogy between his 
procedure and those of the experimental natural sciences. The need 
for a great deal of interpretation in the analysis of social data is, of 
course, not to be denied, but, on the other hand, it must be recognized 
that where interpretation takes the place of literal analysis objectivity 
tends to depart. 

An evaluation of his explanation, in sc far as it relates to grounds of 
economic progress in France, must, of course, be based on a detailed 
knowledge of French history to which the present reviewer does not 
pretend. We suspect, however, that he has exaggerated the importance 
of a transition psychology on the part of the worker, and are particu- 
larly dubious concerning the latter’s ability to resist the lowering of 
the money wage with the onset of declining prices unless fortified by 
public opinion and strong labor organizations. One must admire the 
concentrated and sustained scholarship behind Professor Simiand’s ef- 
fort to arrive at an economic theory comparable to those of the natural 
sciences—an effort which in our opinion was destined to failure because 
of the intractability of the data of human history. It is possible that 
Professor Simiand’s work will be more valuable for what it has collected 


than for what it has proved. 
LEo Rocin 


University of California 
The American Federation of Labor: History, Policies and Prospects. By 

Lewis L. Lorwyn, with the assistance of JEAN ATHERTON FLEXNER. 

Washington: The Brookings Institution, 1933. Pp. xix-+- 573. $2.75. 

This is an excellent contribution to the literature on the American 
labor movement. The author’s previous researches prepared him for 
analytical and interpretive work of a high order; the Federation co- 
operated by making its collections, the minutes of the Executive Coun- 
cil, and Mr. Gompers’ correspondence available. 

The first four parts of the volume are historical. Part I—‘‘Founda- 
tions, 1864-98” (pp. 7-54)—presents the situation out of which the 
A. F. of L. developed and the several factors which played upon it and 
shaped it during its formative years. Part II (pp. 57-127) carries the 
story through a period of expansion, 1898-1914. Part III (pp. 131-229) 
has to do with the World War and Industrial Democracy, 1914-24. Part 
IV (pp. 233-97) covers the “New Era” and its aftermath, 1925-32. 
Part V—‘‘Policies, Problems, and Prospects” (pp. 301—470)—contains 
five chapters on how the Federation is organized and how it functions 
in guiding the affiliated unions (chap. xii), in aiding the industria! strug- 
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gle (chap. xiii), in co-ordinating inter-union action through departments 
(chap. xiv), in securing remedial legislation (chap. xv), and in molding 
public policy and education (chap. xvi), and ends with a brilliant chap- 
ter (xvii) on “Interpretation and Outlook.” Two appendixes contain 
valuable statistical data and notes on the present status and problems 
of selected unions affiliated with the Federation. 

In its larger aspects the historical part of the volume leaves little to 
be desired. It is a truly excellent piece of interpretive writing; signifi- 
cant things stand out; the nature of the Federation as it developed and 
the place it has occupied in the labor movement as it also developed are 
well presented. Perhaps some readers will wish that the book were bet- 
ter and more fully documented; certainly the professional historian 
will criticize it in this respect. Perhaps, also, readers interested in de- 
tail will wish that the author had presented some of it more carefully or 
in a more meaningful way. An example of treatment that might have 
been improved upon is found in the discussion of benefit systems (pp. 
316-18). But such criticisms, if made, should not be pressed, for the 
selection and organization of data and the real task of interpretation 
have been splendidly done. 

Most readers will be particularly interested in Part V in which the 
author deals with the structure and government of the Federation and 
the various ways in which it functions, negatively as well as positively. 
There is nothing else in print that does this nearly as well. How the 
Federation has frowned upon independent political action for fear that 
union activity on the industrial field would be impaired, how it has 
made the life of the radical and the dual union difficult, how it has 
functioned, with only a degree of success, in avoiding or settling juris- 
diction disputes, how it has really failed to lead a movement for adapt- 
ing union structure to a changing industrial world, with the result that 
many of the unions have needlessly lost ground and others are in any- 
thing but an effective position to organize—are only a few of the many 
things discussed. The author is well aware of the limitations upon the 
type of voluntary organization the Federation is, and his explicit and 
implicit criticisms are sympathetically made. Indeed, the treatment 
may appear to be somewhat too sympathetic at certain points. The 
mature reader will, however, be impressed by the soundness of the 
author’s judgment on questions of Federation policy. 

But, in Dr. Lorwin’s opinion, not all is well with the Federation; 
strong bureaucratic unions are too dominant in it; too much emphasis 
has been placed upon trade autonomy; it is in need of readjustment if 
it is to function well in a changed economic and political situation. The 
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Federation is not organized and equipped to meet the problems con- 
fronting it. “Its mechanisms, which have changed but tittle in 25 years, 
are totally inadequate to cope either with problems of struggle or with 
problems of research and investigation, or with the new issues of eco- 
nomic and social policy. The conclusion is that the Federation must 
reorganize if it is to play an active part in shaping the course of 
events... .” (p. 464). 

Some of the things needed, in the author’s opinion, are, first, to give 
“the Federation greater disciplinary powers over the affiliated unions. 
The principle of trade autonomy has been carried to such lengths as to 
nullify the capacity of the Federation to perform most of the functions 
for which it exists” (p. 465). “To obtain such a grant of power, it is 
necessary to overcome the vested interests of the affiliated unions, 
especially the desire of the larger unions to dominate the Federation. 
This could be accomplished by changing the voting system at conven- 
tions and by reorganizing the Executive Council.” Resolutions seeking 
to enlarge the Council were defeated in 1932, and again in 1933—at the 
Washington Convention. Dr. Lorwin’s suggestion differs from what 
was contemplated by these resolutions; he would have the Council rep- 
resentative of twelve or fifteen industrial departments. Next, “Greater 
co-ordination between the Executive Council and the international 
unions is necessary if the Federation is to be effective in its three main 
tasks—the formulation of policy, research and legislation” (p. 466). 
Moreover, existing unions should be consolidated and the area of union- 
ization extended. Again, “The Federation needs a Department of Edu- 
cation to promote the study of economic and social problems and to im- 
prove the thinking and morale of union members”’ (p. 468). Further- 
more, it “must make an effort to attract to its service younger men, not 
only from the labor ranks but also from groups interested in working 
with and for labor organizations” (pp. 468-69). The developments of 
recent months have added weight to these and other suggestions in 
Lorwin’s final chapter on “Interpretation and Outlook.” 

A final observation may be made. Perhaps the reader interested in 
labor economics will be disappointed when he finds that certain impor- 
tant A.F. of L. doctrines are presented but are not critically evaluated. 
Most important of these is the doctrine of wages and purchasing power, 
with its ramifications, which has played such an important réle in this 
country in recent years. tut Dr. Lorwin has conceived his task to be 
primarily that of the historian rather than that of an economist. 

H. A. MILLIs 
University of Chicago 
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Interregional and International Trade. By BeRTIL OnLIN. Cambridge: 

Harvard University Press, 1933. Pp. xvii+617. $5.00. 

This is by all odds the most important book on international trade 
that has appeared in recent years. In a sense it represents the culmina- 
tion of the brilliant work—perhaps the most important that has been 
done in any branch of economics during the past decade—of Viner, 
Graham, Williams, and others. While Professor Ohlin has built on the 
work of various writers the contribution he himself brings is very sub- 
stantial. 

Professor Ohlin treats of international trade as merely one phase of 
the larger subject of interregional trade. The same principles are in- 
volved in trade between different sections of the same countries as in 
trade between countries. Similarly, foreign exchange transactions con- 
sist of the transfer of purchasing power between places, not between 
currencies. The theory of interregional or international trade consists 
ultimately of a theory of the localization of industry, using the term 
“industry” in its broadest meaning. 

One of the pitfalls of conventional analysis is avoided by narrowing 
the term “factor of production” to include only homogeneous units. 
Labor is not a single factor but embraces as many different factors as 
there are different types of labor. The prices of factors are shown to 
interact within and between countries. This all-pervading interaction 
of the prices of commodities, services, and factors is an application of 
the principle this reviewer has described as “linked competition.” 
What Professor Ohlin in effect does is to apply the mutual interde- 
pendence theory of prices to international trade. If the resulting analy- 
sis serves to make the treatment of international trade somewhat more 
complex and less definite than in the traditional approach, it also makes 
it far more realistic and basic. 

Professor Ohlin rejects the classical doctrine of the adjustment of 
the balance of payments through specie movements and shifts in inter- 
national price levels. He argues that it may not be necessary for a 
capital exporting country to lower prices in order to sell additional goods 
abroad since the transfer of purchasing power alters the demand and 
supply situation. Such price changes as do occur come about more im- 
mediately than gold movements would allow, through changes in bank 
credit resulting from shifts in foreign exchange balances. Only in the 
background, of great potential but usually little actual significance, 
does one find the gold flow mechanism (p. 544). An essential difference 
between Ohlin’s treatment of international adjustments and the ortho- 
dox Mill-Taussig analysis is that the former places chief emphasis on 
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relative shifts in the prices of international and home-market goods 
within countries rather than on changes in the general price levels of 
the trading countries. 

Professor Ohlin maintains that discussions of terms of trade have 
little real significance. This is certainly true so far as the possibility of 
controlling them is concerned, for the conditions that would enable any 
country to turn the terms of trade in its favor are virtually impossible 
of realization. 

It is appropriate to note certain points that bear on recent monetary 
developments in the United States. The doctrine of purchasing power 
parity is untenable, at least in its more rigid formulations (p. 546). It is 
futile to expect a restoration of pre-war price relationships among dif- 
ferent groups of commodities and services (p. 537). Exchange rates 
directly affect individual prices, not the general price level (p. 545). 

Space does not permit a consideration of every point of possible dis- 
agreement with the author. As a matter of fact, certain of these are 
straightened out elsewhere in the book. A fundamental issue is raised, 
however, in the statement that the export of capital will tend to in- 
crease the rate of interest and thereby to depress wages (p. 339 n). 
A rise in the rate of interest will also have a tendency to lower the value 
of all irreproducible capital goods. The percentage return on these 
goods will therefore rise, even though the absolute return remains the 
same. To the extent that this occurs the result will be to moderate the 
tendency to depress wages. 

Professor Ohlin mentions the possibility of a country being injured 
by a competitor depriving it of an export industry. It is also true that 
a country may benefit by such a change. This will be true if it gains 
more from a cheapening of imports, including articles formerly export- 
ed, than it loses from having to shift to some other export line. The 
experience of the eastern part of the United States following the open- 
ing of the West would seem to be an example of this phenomenon in 
interregional trade and the cessation of British exports of wool and 
wheat an example in international trade. 

The subject matter of this book is unavoidably difficult. Unfortu- 
nately, the presentation renders it somewhat the more so. At times the 
book gives the impression of having been written in the midst of inter- 
ruptions. The discussion is frequently unnecessarily involved and there 
is repetition and excessive detail. But these defects are superficial 
whereas the intrinsic worth of the book is of commanding importance. 

C. R. WHITTLESEY 
Princeton University 





BOOK REVIEWS 273 


Nuova Collana di Economisti Stranieri e Italiani. Volume I: Storia 
delle Teorie. Edited by G. Botrar and C. Arena. Turin: Unione 
Tipografico-Editrice Torinese, 1932. Pp. xxi+562. L.55. 

The professed purpose of this New Collection of Economists, Foreign 
and Italian, is to “continue the great collections of Economics” which 
have been the “envied glory of Italy” (p. ix). “Envied,”’ that is to say, 
by the handful of foreign economists whose knowledge of Italian eco- 
nomics has extended beyond a vague knowledge of the fact that a cer- 
tain Pareto, though he wrote in, or had been translated into French, 
was Italian, as was also a certain Pantaleoni, author of a book on Pure 
Economics which had been translated into English as far back as 1808. 
Particularly “‘envied” by this handful is the Biblioteca dell’ Economista, 
the publication of which, begun under the direction of Francesco Fer- 
rara in 1850, was continued, under successive editors, down to the 
year 1922. 

The qualities of that extraordinary collection were those which the 
Olympian range of Ferrara, the first editor, impressed upon it. The 
Biblioteca, said Ferrara in the Preface to his first volume, was to be 
free from any suggestion of insularity due to the accident of language. 
It was to contain not only the works of Italian writers, but also trans- 
lations of works written originally in ‘French, English, German, or any 
other language” ; for “the science belongs to Man in general, and cannot 
be the peculiar faculty or inheritance of a single nation.” How seri- 
ously Ferrara took this aspect of his task, as well as how thoroughly he 
knew the English literature of his day, may be judged by English- 
speaking economists when it is noted that he included, in the volumes 
issued under his supervision, translations not only of the pillars of the 
British classical tradition, but of writers of whom a very large propor- 
tion of English-speaking economists of the present day would be forced 
to confess their ignorance: Scrope, T. Chalmers, R. Jones, Whately, 
John Rae, and others. 

Moreover, said Ferrara, the Biblioteca was to be free from any favor- 
itism with respect to the various “schools” in economics. “On the con- 
trary, the greatest works of every school will find their place, because 
in every school truths are championed The student must have 
before his eyes the most eminent contributions that Economics has 
made; he must compare and learn even from specious errors how at 
least to avoid allowing himself to be bound and subjugated by them.” 
It is characteristic of the beneficent influence of Ferrara’s wide-ranging 
tolerance that it should have carried over into the later series of the 
Biblioteca, even when they were edited by other hands. It was, for ex- 
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ampie, under the editorship of Boccardo, whose intellectual attain- 
ments were so thoroughly despised by Ferrara’s disciple Martello, that 
the Biblioteca not only did simultaneous honor to “historical’’ econo- 
mists such as Roscher, sociologists such as Schiiffle and Spencer, “‘lib- 
erals’’ such as Cairnes, socialists such as Karl Marx, and heretics such 
as H. D. Macleod, but even included a volume made up of contribu- 
tions to mathematical economics and statistics by Whewell, Cournot, 
Jevons, Quételet, and Léon Walras. This latter, be it noted, as early as 
1878. The year before, at a meeting of the Royal Accademia di Gior- 
gofili, of Florence, a certain Marchese Vilfredo Pareto read a non-math- 
ematical paper on ““The Logic of the New Schools in Economics,” in the 
course of which the author, inveighing against those who accused 
economists of the “‘older’’ schools of “believing that they can describe 
the universe from top to bottom by a few phrases,” declared proudly 
that it was from the Biblioteca dell’ Economista that “we young men 
have learned the science.”* A training to be “envied,” indeed! 

It is the tradition of this great “collection,” then, that the new “‘col- 
lection” proposes to follow. To judge from the announced contents of 
the twelve volumes projected, the editors seem to have performed their 
task with a firm determination to honor the canons laid down by 
Ferrara so many years ago. The number of pages to be devoted to non- 
Italian economists, for example, is to be well in excess of the number 
assigned to Italian writers. What is more important is the determina- 
tion evidenced by the editors to follow the second of Ferrara’s canons— 
the doing of full justice to all “schools,” regardless of agreement or dis- 
agreement with the substance of their teachings. There is in this fact a 
happy augury for the future of Italian economics, the more pleasing in 
view of certain tendencies now at work in Italy. It happens, that is to 
say, that certain Italian “economists” have, in the words of one of their 
Italian opponents, “sworn the extermiiation of economics” as we 
know it in favor of their own particular brand of what has come to be 
known as “Corporative Economics”; and there might have been rea- 
son to fear that these “exterminators” had won a victory in the choice 
of material to be included in this new collection. It is a pleasure to be 

* Della logica delle nuove scuole economiche. Discorso pronunsiato dal socio 
ordinario Ing. Marchese Vilfredo Pareto nella pubblica Adunanza del di 29 Aprile 
1877 della R. Accademia di Giorgofili di Firenze. Sezione di Economia Pubblica. The 
only copy of this early paper of Pareto that I have seen is that which is now kept 
in the Library of the R. Istituto Superiore di Scienze Economiche e Commerciali at 
Venice. It was originally part of the private library of Ferrara, who left his collec- 
tion to the Venetian institution. The copy bears, in handwriting, the inscription: 
‘Al Chiarissimo Sig. Prof. F. Ferrara. Omaggio dell’ autore.” 
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able to record the fact that the project as outlined forbids any such 
fears. It is an added source of pleasure to observe that one of the two 
responsible editors of the collection is Professor G. Bottai, whose posi- 
tion with respect to the practical program of Fascism is sufficiently at- 
tested not only by his activity, for several years, in the Ministry of 
Corporations, but also by his authorship of a continuing stream of pub- 
lications urging the advantages and recording what he regards as the 
achievements of the Fascist program. It is Professor Bottai who has 
written the Preface to the present collection; and it is comforting to 
note his conviction that the Italy “which has adopted the corporative 
system .... does not think that it can nonchalantly remain in igno- 
rance of the economic theories which have been developed up to date” 


(p. x). 


Of the two contributions to the volume under review, which is de- 
voted to the History of Doctrine, the first—a translation of Professor 
Cannan’s Review of Economic Theory—needs no detailed comment in a 
review intended primarily for English-speaking economists. The sec- 
ond, published under the title Old and New Economic Theories, is a 
collection of scattered reviews and other fragments from the hand of 
Professor Gustavo Del Vecchio, of the University of Bologna. It is 
very much easier to point out the dissimilarities between the two con- 
tributions than the similarities. Yet if there is one quality which is 
common to the two it is the quality of being designed to produce so 
profound a feeling of irritation in the person subjected to a reading of 
them that such a person, in his anxiety to remove the cause of the irri- 
tation, is likely to find himself forced to do some hard scratching on his 
own account. 

The irritation, strange as it may seem, comes from the diametrically 
opposed qualities of the two contributions. Professor Cannan’s con- 
tribution is essentially systematic; Professor Del Vecchio’s, despite a 
valiant attempt to group his contributions of various dates under or- 
dered headings, is extremely unsystematic. The irritation, in Cannan’s 
case, comes from such a fact as that, in what is presented as a system- 
atic “review” of economic theory, there is not a single reference 
except for one or two extremely general references to Menger’s 
Grundsitze der Volkswirtschaftslehre, to a writer who did not either 
write originally in English or French, or later get translated into 
one of the two languages; and from such a further fact as that 
among the writers who did write in French, the names of neither 
Walras nor Pareto appear. From this standpoint, the scattered frag- 
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ments by Professor Del Vecchio might seem to have the advantage, 
since, while they do not omit the names of the most eminent Italian 
economic theorists of the last decades—Pareto, Pantaleoni, and Bar- 
one, in particular—they range also to non-Italians like Marshall, Edge- 
worth, Béhm-Bawerk, H. L. Moore, and others. The irritation, in this 
case, comes from the extremely unequal quality of the fragments them- 
selves. The bit on Pareto, for example (pp. 416 ff.) will strike most 
readers as extraordinarily jejeune for an economist of Professor Del 
Vecchio’s standing, until it is observed—with the help of a Biblio- 
graphical Note appended to the whole series—that the fragment orig- 
inally made part of the author’s lectures to groups of students corre- 
sponding in America to undergraduate classes who are being intro- 
duced for the first time to the problems of general economic theory. 

A further source of irritation comes from the feeling that Professor 
Del Vecchio, in his understandable desire to make his collection of 
fragments representative by reason of the range of subjects treated, has 
allowed himself to make them unrepresentative by virtue of the ex- 
cessively abbreviated and patch-work quality of the final result. It 
would be difficult, for example, for the reader unconversant with Del 
Vecchio’s writings elsewhere, to see, from the section entitled “Rela- 
tions between Money, Credit, and Capital” (pp. 507 ff.), why some 
close students of the subject regard Del Vecchio’s work in precisely this 
field as having an uncommonly stimulating quality.2 The unsystem- 
atic character of Del Vecchio’s contribution will irritate readers also by 
reason of the very devices adopted to make the items appear to be the 
product of a systematic plan. There is, for example, more than a little 
arbitrariness in the titles ““The Last Stages in the Progress of Static 
Economics” and “The Beginnings of Dynamic Economics” which the 
author has used as labels for the compartments into which he has 
thrown fragments written at various dates and with various original 
intentions; and the very fact of composition at various dates—unre- 
vealed except by careful collation of the hints given in the Biblio- 
graphical Note with the original publications—is in itself likely to be an 
independent source of irritation, the more keenly felt because the real 
reason for it will not be discovered except by the most conscientious 
readers. 

Quite aside from the differences in the external form of the two con- 

2 Such readers are advised to consult, instead of the brief fragments contained in 
this collection, the virtually unabridged collection of Del Vecchio’s writings on the 


subject published in 1932 as Volume VIII of the Annali di Economia (Milan: Univer- 
sita Bocconi Editrice), under the title Ricerche sopra la Teoria Generale della Moneta. 
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tributions making up the present volume, there are differences in the 
way in which the two writers choose to administer their particular type 
of irritant. Professor Cannan’s method is to say what he has to say 
clearly and bluntly, so that one has the feeling of being hit by a sharp 
pebble carefully aimed at a spot that one had thought was adequately 
protected. Professor Del Vecchio’s manner of writing, on the other 
hand, seems almost calculated to drive the casual reader to despair be- 
cause of its insistence upon putting fresh and wholesome truths in 
what often seems an extraordinarily blind way. In his case, as a result, 
one has the feeling not of being sharply pained in one particular spot, 
as one is by Professor Cannan’s pebbles, but of being afflicted with a 
kind of dull ache the precise location of which it is often difficult to 
identify. 

The most effective teachers, however, in the best sense of the term, 

re those who fill their students simultaneously with respect for the ad- 

mirable qualities of the teacher and with dissatisfaction both with the 
results which the teacher has obtained and the methods by which he 
obtained them. Professor Cannan is an excellent case in point. In his 
introduction, Professor Bottai calls attention to what he characterizes 
as the “insular” qualities of Cannan’s interests in economics. In the 
light of what was said above concerning the limited range of Cannan’s 
“Review,” the criticism can hardly be regarded as entirely unfounded. 
Professor Cannan himself, however, boasts, in his own Preface, of the 
student who said of him: “He always makes you want to go ahead.” 
If one wishes an example of how some of Professor Cannan’s students 
have “wanted to go ahead,” he need only compare the “‘insular’’ qual- 
ity of the “Review,” in general, and its tart comments upon the work of 
Béhm-Bawerk, in particular, with the sympathies which some of his 
most distinguished pupils have evidenced. Without wavering for a mo- 
ment in their devotion to their master, they are at the same time setting 
an enthusiastic example—which the whole world of English-speaking 
economists would do well to emulate—of a determination to break 
down, in general, such insularity in economic teaching as may be due 
to linguistic barriers or to differences in substance between various na- 
tional “schools” of economic thought, and to do justice, in particular, 
to the work represented by the Béhm-Bawerkian tradition. 

Professor Del Vecchio, by virtue of his authorship of a set of intro- 
ductory treatises’ which are very widely used in Italian universities, 

3 Lezioni di Economia Pura, 2d printed edition, 1932; Lesioni di Economia Ap- 
plicata: Part 1, Dinamica Economica; Part I1, Politica Economica, first printed 
edition, 1933. All three volumes are published by ““Cedam,” Padua. 
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and by virtue, also, of the personal influence which he is said to exert 
on a large number of his students, may be in a position to influence as 
many of the rising generation of economists among his countrymen as 
Professor Cannan has been able to influence among his. If so, one can 
only wish him the same success in his teaching that Professor Cannan 
has had: a success represented not by the thoughtless aping of the ex- 
ternal—and perhaps less admirable—qualities of the teacher, but by a 
determination to “go ahead” along lines which may bear only a remote 
resemblance to those which the teacher himself followed with signa] dis- 


tinction. 
ARTHUR W. MARGET 


University of Minnesota 


Research in Marketing of Farm Products: Scope and Method. Edit- 
ed by Joun D. BLAck, prepared under the direction of the Ad- 
visory Committee on Social and Economic Research in Agri- 
culture. New York: Social Science Research Council, 1932. Pp. 
221. $1.00. 

This is one of a series of similar reports on “scope and method” of 
economic research in agriculture published for the benefit of research 
workers in this field. Specifically, the purpose of this particular report 
is stated as: 

To outline marketing as a field of research in agricultural economics; to 
indicate its relationship to other parts of the field; to describe briefly the 
present status and recent trends in research in marketing of farm products; 
to outline a considerable number of projects representative of those now 
under way or needed to round out the program of research in marketing of 
farm products; and to suggest methods and procedures which are being used 
or which may be used to advantage in different types of projects. 


The projects outlined or listed are classified under the following 
heads: (1) projects relating to the structure of markets and market 
areas; (2) projects relating to the consumption basis of the marketing 
of farm products; (3) projects relating to market outlets; (4) projects 
relating to the organization of marketing business units; (5) projects 
relating to government participation in marketing; (6) projects relating 
to marketing institutions; and (7) general and miscellaneous projects. 

The analysis of projects is preceded by a valuable essay on “‘Market- 
ing as a Field of Research in Agricultural Economics” by the editor, 
and by a briefer “History of Research in Marketing and Current 
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Trends” by H. B. Price and John M. Cassels, who assisted in the prep- 
aration of the bulletin. 

The very wide scope and rather spotty development of research in 
this field are brought into relief by the evidence of the report. The 
editor justly complains that “much of the work of the price specialists 
in the past twelve years has suffered because those doing it were not 
well informed as to the commodity whose prices they were analyzing 
and as to the markets and marketing practices involved.” Correspond- 
ingly, too many marketing men have become “fascinated with price 
analysis” to the neglect of other phases of marketing which they were 
better equipped to investigate. 

Should present legislative programs carry beyond the present period 
of emergency, much further emphasis will have to be given to projects 
listed under “government participation in marketing” in any revision 


of the report. 
E. A. Duppy 


UNIVERSITY OF CHICAGO 


Svolgimento del pensiero economico. By LELLo GANGEMI. Milan- 
Rome: Treves-Treccani-Tumminelli, 1932. Pp. xii+357. 
Any writer on “The Development of Economic Thought” must be 
prepared to take his academic life in his hands on a number of obvious 


counts. There will always be some critics to object that “the thing has 
been done before”’; there will be others who, judging a history of doc- 
trine as they would judge an anthology, will object to what they regard 
as the excessive emphasis upon some writers and the comparative neg- 
lect of others; and there will be still other critics who, cherishing the 
naive delusion that the writing of “history”’ of any kind—involving, 
as it does, some kind of selection of facts—can be “objective,” in the 
sense that no questions of personal judgment are allowed to intrude, 
will object whenever emphatic judgments are expressed with respect 
to the merits of individual writers or of particular evolutionary tend- 
encies. Yet the author of this very helpful book should not find it 
difficult to answer these objections. 

To the suggestion, for example, that “the thing has been done be- 
fore,” he can point to the element of novelty—particularly for non- 
Italians—which is provided by the comparatively large amount of at- 
tention which is devoted to Italian writers. This merit of the book, 
which in itself would have justified its publication, is enhanced by the 
very extensive bibliographies which are appended to each chapter. 
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To the second objection, which, turning into a curse the blessing 
which is represented by such a reply, would argue that the fault of the 
book lies precisely in an excessive emphasis upon Italian writers, the 
author should have still less difficulty in replying. In the first place, a 
comparatively extensive treatment of Italian writers does not neces- 
sarily mean neglect of non-Italians. What we have, in the sections of 
the book devoted to the former, is simply an extra gift not usually 
found in packages labeled “The History of Economic Doctrine”; the 
usual gifts will be found in their usual chronological compartments. 
In the second place, even if it were true—as it is not—that the book 
devotes too much attention to Italian writers, the volume would be 
good medicine for an overwhelming majority of non-Italian econo- 
mists. The reglect of the work of the Italians, which is to be set in con- 
trast with the awareness evidenced by the Italians of developments in 
economic theory in other countries, is one of the continuing scandals of 
the academic world. The really unfortunate thing is that, in view of 
the prevailing unwillingness of non-Italian economists to learn to read 
Italian, the good medicine which the book provides in this respect is 
not likely, despite the hope which the author expresses in his Preface 
(p. xii), to reach the patients most likely to benefit from it. 

The author should have the least difficulty of all in answering the 
third type of objection commonly made to histories of economic doc- 
trine—viz., the supposed lack of “objectivity” in the judging of in- 
dividuals and movements. Quite aside from the inherent absurdity of 
the criterion of “objectivity,” as it is often applied, the truth is that 
the author has leaned over backward in his anxiety to keep his personal 
reactions from taking too prominent a place. He has preferred, in- 
stead, to allow the judgments which he feels must be made to be ex- 
pressed in the form of quotations—often quite lengthy ones—from 
authors of high standing in the field who have at one time or another 
expressed opinions on the topics concerned. 

The volume under review covers the period from the “origins’’ (that 
is, from the days of antiquity) through the “classical school’’ (that is, 
through the “epigoni’’ of the post-Millian period). A second volume is 
promised, which, beginning with the “adversaries and critics of the 
classical school’’ is to proceed through the “neo-classicals”’ on to con- 
temporary developments (the American institutionalists, the statisti- 
cal-inductive wing, etc.), with especial reference to contemporary 
Italian economics. It is awaited with the greatest interest. 


ARTHUR W. MARGET 
UNIVERSITY OF MINNESOTA 
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French and German Public Opinion on Declared War Aims 1914- 
1918. By Essa Danuin. Stanford University: Stanford Uni- 
versity Press, 1933. Pp. 168. $2.00. 

This book is an excellent contribution to the history of the war 
period. The scope is broader than the title indicates; it not only shows 
the reaction of public opinion to governmental declarations but shows 
how public opinion influenced government policy. The factors affect- 
ing public opinion are also outlined. The suddenness of the catastro- 
phe is reflected in the paucity of discussion of aims in the early period. 
The successes of the German arms gave that government much diffi- 
culty in maintaining its “defensive war’’ attitude without alienating 
the annexationist elements in Germany. The indecisiveness of the war, 
coupled with its losses and sufferings, later made for a more reasonable 
attitude on both sides, while the entrance of the United States and the 
ensuing confidence in victory is reflected in the intransigent attitude of 
French public opinion in the final year of the war. 

The style is clear and pleasing and the English good, although the 
plural verb with agenda sounds odd and the dashes on page 95 are 
clearly a slip. 

The bibliography is good, well arranged, and shows a judicious 
choice of materials from Hoover War Library manuscripts, parlia- 
mentary debates, newspapers, personal accounts, and general publi- 
cations. 

The book shows the absence of any powerful peace movement out- 
side the Socialist and Communist parties, and the ineffectiveness of the 
latter as leaders of a peace movement because of the fact that peace 
with them is always an object secondary to the overthrow of capital- 
1sfi. 

The study also emphasizes the importance of Alsace-Lorraine as the 
barrier to reconciliation between the peoples. Even the minority in the 
French Socialist party “did not dare to oppose the acquisition of Al- 
sace-Lorraine” (p. 87). Miss Dahlin states (p. 132), “The stumbling 
block .... proved to be the disanaexation of Alsace-Lorraine.”’ She 
quotes good authority for the statement; then she makes the amazing 
assertion that “Peace discussicas were unsuccessful, then, because of 
the official views of the German Government ” This seems to be 
a remarkable way of saying that peace discussions were unsuccessful 
because Germany was unwilling to give up Alsace-Lorraine, which is 
what is proved by the evidence presented. 

Chapter iv is the weak chapter in the book. The Reichstag resolu- 
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tion of July 19, and the Chamber resolution of June 5, are presented as 
the expression of the “victory of the moderates,’ and the implication 
is that they were roughly similar—whereas, of course, the German reso- 
lution envisaged a peace by agreement while the French resolution 
clearly demanded victory and an imposed peace. 

W. B. Harvey 


UNIVERSITY OF WESTERN ONTARIO 


Om det ekonomiska livets rytmik. Akademisk avhandling (Rhythmics of 
Economic Life. Academic dissertation). By Jouan AKERMAN. 
Stockholm: Nordiska Bokhandeln, 1928. Pp. viiit+-322. Kr. 6.50. 
Dr. Akerman’s approach to the problem of economic cycles is of 

great interest to the student of methodology. Influenced both by the 

economic-theoretical writings of Wicksell and Cassel, and by the math- 
ematical and statistical works of some American economists, Dr. Aker- 
man makes an attempt to combine different methods in the solution of 
his problem, and is remarkably successful. Even though we cannot see 
the advantage of introducing Fourier’s series and correlation analysis 
into the study of incomplete and non-homogeneous economic data, we 
find Dr. Akerman’s contribution very stimulating. However, there is 
much more of interest to be found in the numerous excellent graphs 
which accompany the text than in most of the computed correlation 
coefficients. (Why, for instance, correlate Pittsburgh temperature and 

New York unemployment?) 

The critical part of the volume contains a comprehensive review of 
the more important cycle theories, with especial emphasis on the work 
of Wicksell. It is his analysis of the relationship between the bank-rate 
and the normal rate of interest which forms the basis for Dr. Aker- 
man’s own theory. However, in the development of this thesis, the 
author has only taken the influence of the different cost-factors into 
consideration. Therefore, his whole analysis becomes one-sided. The 
relationship between the prices of consumers’ goods and the prices of 
capital equipment is not clearly seen. Dr. Akerman mentions the de- 
cline of the stocks of consumers’ goods during the depression (pp. 73, 
79, and 158), but the importance of this as a stimulus to the production 
of capital goods is not well defined. In the same manner, the analysis of 
the depressive and accumulative influence of unemployment is left out. 

In respect to the positive contribution of Dr. Akerman, his study of 
the seasonal variations, in particular the relationship between these 
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and the business cycles, is most suggestive. The discussion of the forty- 
two-month cycles would have gained by more statistical verification, 
but especially is this true in the analysis of the “‘secular’’ cycles. The 
reviewer is somewhat skeptical as to the possibility of finding a sixty- 
year “secular’’ cycle in economic life primarily from the data of the age 
distribution in Sweden and the United States, including a period of 


only seventy years. 
SuNE CARLSON 


Columbia University 


Die Ursachen der Krise. By Fettx Somary. Tiibingen: J.C. B. Mohr 
(Paul Siebeck), 1932. Pp. viit+-122. M. 4.20. 

Krisenwende? By Fewttx Somary. Berlin: S. Fischer, 1932. Pp. 59. 
M. 1. 

End the Crisis! A Plea for Action. By Fe.tx Somary. Translated by 
E. W. Dickes. New York: E. P. Dutton & Co., Inc., 1933. Pp. 
III. $1.00. 

Dr. Somary acquired before and during the war in Germany high 
esteem as a writer on banking. His outstanding emphasis on liquidity 
of, and short-term investment by, commercial banks gave him a dis- 
tinct place as an authority in the field. Since the war, as a banker in 
Switzerland, he has developed more and more into what one might call 
an economist-fortune-teller of the European type. 

The articles and speeches collected in the first of the two pamphlets 
contain in part commonplace explanations of the crisis on overinvest- 
ment and overproduction lines, and, in part, early forecasts of the 
coming crisis, which seem to be cleverly extracted out of many more 
forecasts. The prophecy, e.g., that (1915) Hamburg and Antwerp 
would soon replace London as a financial center, or that (1928) Ameri- 
can industry could not have a crisis, thanks to its magnificent financial 
structure, is, of course, not reprinted. The second pamphlet restricts 
itself mainly to prophecies, starting out with the forecast that the 
breakdown of the Krueger concern will be the last stage of the crisis, 
and culminating in a definite program for ending the depression by 
consolidation, with foreign governmental aid, of the German stand- 
still debt. This last-mentioned idea has been Dr. Somary’s favorite 
hobby since the fall of 1931, the propagation of which seems to be his 
main concern in the pamphlet too. The English translation of the 
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second pamphlet, which is very readable, replaces the question mark 
in its title with an exclamation point. This does not, however, explain 
why the pamphlet has been translated. Its prophecies are obsolete, 
scarcely more than one year after their conception. Its economics were 


partly obsolete long before. 
MELCHIOR PALyI 
University of Chicago 


Tariff Policy of the United States. By Percy W. BipwELt. New York: 

Council on Foreign Relations, 1933. Pp. vi+126. $1.00. 
Financial Foreign Policy of the United States. By James W. ANGELL. 

New York: Council on Foreign Relations, 1933. Pp. vi+146. $1.00. 

These reports were prepared for the Council on Foreign Relations 
with an eye to submission to the Conference of Institutions for the Sci- 
entific Study of International Relations at London (May 29-June 2, 
1933) in connection with the work on international intellectual co- 
operation of the League of Nations. 

The two studies are essentially descriptive and factual records. 
They do not easily lend themseives to review but deserve a notice that 
will draw the attention of a wider circle of readers to their availability. 
Angell surveys financial policy in Latin America, the Near and Far 


oe 66 


East, and gives a succinct summary of the State Department’s “‘con- 


trol” policy. Bidwell has limited his study to the more recent period 
and his chief emphasis is on the most favored nation clause in American 
commercial policy and on our experience with tariff bargaining. It 
should be an instructive record of failures and extremely modest 
achievements to those who now place their hopes for lower trade barri- 
ers on reciprocity. Both reports have useful bibliographical appen- 
dixes. 


Harry D. GIDEONSE 
University of Chicago 


Théorie et politique du commerce international. By GEORGES DE LEENER. 

Brussels: Maurice Lamertin, 1933. Pp. 445. Fr. 75. 

This volume is an interesting and conscientious attempt to apply the 
deductions of economic theory to the practical problems of actual com- 
mercial policy today, an attempt made more realistic by extended de- 
scriptions of the types and methods of commercial policy itself. To 
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students already versed in the English and American theory of inter- 
national trade the doctrinal content of the book, apart from its graphic 
apparatus, necessarily offers little that is especially instructive; the 
doctrinal sections are a summary, only moderately well done, of famil- 
iar material. 

To judge the book fairly, however, it should be viewed in the light of 
the audience to which it is addressed. It is one of the very few serious 
volumes in the Continental literature of today which makes an un- 
equivocal commitment to the classical theory, and which adheres cou- 
rageously to the classical deductions in matters of practical policy. 
Especially in his closing pages, Professor de Leener enters a vehement 
protest against the waves of protectionist restrictions on foreign trade 
which have swept over the world since the war; also against the contra- 
diction between the measures actually taken by governments and their 
bland enunciations of liberal sentiments, in public pronouncements and 
even in signed conventions. Those of us who share Professor de Lee- 
ner’s liberal views may hope that his is not merely a solitary voice cry- 
ing in the wilderness and that his book will have the influence to which 
its merits entitie it, in helping to reverse the present currents of the 


world’s commercial philosophy. 
James W. ANGELL 
Columbia University 


Shorter Hours: A Study of the Movement since the Civil War. By 
Marion Cotrer CanILt. New York: Columbia University Press, 
1932. Pp. 300+. $4.50. 

This is a historical and critical survey of the methods by which 
hours of labor have been reduced in the United States. Three principal 
methods are distinguisued: legal restrictions, trade-union action, and 
voluntary reductions by employers. Each of these has resulted in nu- 
merous reductions, but none is universally applicable. The conclusion 
is reached that piecemeal reductions through all three of these methods 
are certain to continue, but that there is little likelihood of a sudden 
general reduction in hours of labor in the near future. 

In the light of the acceptance by practically all American industries 
of codes under the National Industrial Recovery Act calling for maxi- 
mum hours of labor of from thirty to forty-eight per week, this conclu- 
sion, written but a year ago, may seem to stamp this study as having 
little merit. On the contrary, it is a real contribution to a subject which 
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is certain to receive much more attention from economists than it has 
heretofore. After all, no one could possibly anticipate the recent prog- 
ress toward shorter hours, and the author’s conclusions but serve to 
illustrate the difficulties of predicting social developments, particularly 
with such a dynamic personality as Franklin D. Roosevelt in the presi- 


dential chair. 
EpwIin E. WITTE 


Wisconsin Legislative Reference Library, 
Madison 


The Economic Basis for the Teacher’s Wage. By LresTER Dix. New 
York: Bureau of Publications of Teachers College, Columbia Uni- 
versity, 1931. Pp. xiv-+114. $1.75. 

This study is interesting as a purported application of Pigou’s meth- 
od to a concrete problem. The author arbitrarily rules out all special- 
ized traits of teachers and sets up the unitary concept of general intelli- 
gence, its quantity and relative scarcity, as the ability for which teach- 
ers and other workers are paid. Several chapters are devoted to the 
mechanics of measuring distribution of intelligence and income dis- 
tribution among the population as a whole. In chapter iv, the author 
clearly states that it is not a given ability, but the scarcity thereof, 
which calls forth any particular wage. Proceeding from this point, de- 
liberately ignoring special characteristics and evidently forgetting earli- 
er remarks on demand, he concludes that if teachers’ intelligence is of a 
given scarcity with reference to the bell-shaped curve for the total pop- 
ulation, teachers should, according to economic principles, receive in- 
comes at a corresponding point on the general curve of income dis- 
tribution. It may be suggested that imbeciles represent an extremely 
“scarce” point on the intelligence curve, but in the absence of an eco- 
nomic demand for that particular kind of scarcity it has no value. 


ALIce C. HANSON 
University of Chicago 
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